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For the fiscal year 1998-99, there was a budgetary surplus of 
$2.9 billion. Together with the $3.5-billion surplus recorded in 
1997-98, this marks only the second surplus since 1969-70 and 
the first back-to-back surpluses since 1951-52. With these 
surpluses, the absolute stock of net public debt has declined by 
$6.4 billion in two years and net public debt as a percentage of 
the economy is on a permanent downward track. Market debt — 
the debt issued on credit markets — fell even faster than net public 
debt. Over the last two fiscal years, $16.4 billion of market debt 
has been retired. 


This turnaround in federal government finances is a historic 
milestone and represents an achievement that all Canadians can 
truly be proud of, for without their efforts, it would not have 
been possible. This turnaround also underlines the soundness of 
the government’s fiscal strategy — basing budget plans on prudent 
planning assumptions backed by a Contingency Reserve and 
adopting policies which have engendered economic growth and 
job creation. With the era of deficit financing now over, Canada 
is entering the new millennium with renewed financial credibility. 


awl Department of Finance Ministere des Finances 
Canada Canada 


Actions to address the fiscal problem facing Canada were both 
balanced and measured. Even as the deficit was being eliminated, 
targeted investments were undertaken to enhance job creation and 
growth and address priorities in health care, knowledge and 
innovation. In the 1997 budget, the government announced the 
establishment of the Canada Foundation for Innovation, with an 
initial endowment of $800 million. In the 1998 budget, the 
Canadian Opportunities Strategy was launched. Central to that 
strategy was the establishment of the Canada Millennium 
Scholarship Foundation, with an endowment of $2.5 billion. 
Effective 1997-98, the cash floor under the Canada Health and 
Social Transfer (CHST) was increased from $11 billion to 

$12.5 billion. In the 1999 budget, a one-time supplement of 

$3.5 billion to the CHST was made from funds available in 
1998-99. In addition, the 1998 and 1999 budgets began the 
process of providing affordable broad-based tax cuts to all 
Canadians. In the 1998 budget, personal income tax measures 
amounting to $1.1 billion were announced for 1998-99. The 
1998 and 1999 budget tax measures will mean further savings of 
$16.5 billion for Canadians over the next three years. In addition, 
employment insurance premium rates for both 1998 and 1999 
were cut, delivering savings of some $800 million in both 1998-99 
and 1999-2000. These initiatives were financed within the 
available resources and not with borrowed money. 


This is the sixth edition of the Annual Financial Report. 
Publication of the report responds to recommendations by the 
Auditor General and the House of Commons Standing Committee 
on Public Accounts. The government shares their view that 
providing Canadians with accurate, relevant, understandable and 
timely information on its financial activity enhances government 
accountability and enables Canadians to play a more active and 
effective role in guiding government decision-making. To make 
the report more useful and easier to understand, a survey form is 
attached to solicit users’ views for further improvements. 


The financial data in this report are based on the audited 
results, which will appear in more detail in the 1999 Public 
Accounts of Canada, scheduled for tabling in the House of 
Commons this fall. They cover the federal government's 
spending and revenue performance for the past fiscal year 
(April 1, 1998-March 31, 1999), and detail the factors affecting 
these results. In addition, the Fiscal Reference Tables have been 
updated to incorporate the results for 1998-99 and historical 
revisions to the National Economic and Financial Accounts 
published by Statistics Canada. These tables are an integral part 
of this report. 


The Honourable Paul Martin, P.C., M.P. 
Minister of Finance 
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¢ Budgetary surplus of $2.9 billion in 1998-99, following a surplus of $3.5 billion in 1997-98: first 


back-to-back surpluses since 1951-52. 


e Net public debt, at $576.8 billion, down $6.4 billion since 1996-97; net public debt-to-GDP 
ratio down to 64.4 per cent from a peak of 71.2 per cent in 1995-96. 


e Market debt — the debt issued on credit markets — fell even faster than net public debt. Over the 
last two fiscal years, $16.4 billion of market debt has been retired. 


e By accounting practices used in most other countries, a financial surplus for the third consecutive year 


was reported — the only G-7 country to do so. 


The budgetary balance 


In 1993-94, the federal deficit stood at 

$42 billion. The actions taken in the 1994, 

1995 and 1996 budgets, coupled with sustained 
economic growth, resulted in the elimination of 
that deficit in just four years. In 1997-98, a 
budgetary surplus of $3.5 billion was recorded, 
the first surplus in 28 years. This has now been 
followed by a surplus of $2.9 billion in 1998-99. 


This turnaround in the budgetary balance 
reflected the combined effects of lower program 
spending, primarily reflecting the expenditure 
reduction measures introduced since 1993, and 


The budgetary balance 


billions of dollars per cent of GDP 
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Sources: Public Accounts of Canada and Statistics Canada. 


higher revenues, primarily reflecting the 

growth in the economy. The contributions are 
best viewed in terms of their relationship to 
gross domestic product (GDP). Over the period 
1993-94 to 1998-99, there was an improvement 
of 6.1 percentage points of GDP in the budgetary 
balance — from a deficit of 5.8 per cent of GDP 
to a surplus of 0.3 per cent. Over two-thirds of 
this improvement was attributable to the decline 
in program spending — from 16.6 per cent of 
GDP in 1993-94 to 12.4 per cent in 1998-99. 
Budgetary revenues increased by 1.4 percentage 
points of GDP - representing about 23 per cent 
of the overall improvement in the budgetary 
balance. Public debt charges declined by 

0.6 percentage points, accounting for about 

10 per cent of the improvement in the 
budgetary balance. 


Net public debt 


The 1998-99 surplus brought the federal 
government’s net public debt — the accumulation 
of annual deficits and surpluses - down to 
$576.8 billion. As a share of GDP, the net 
public debt dropped to 64.4 per cent, down 

6.8 percentage points from the peak of 

71.2 per cent in 1995-96. This ratio is generally 
recognized as the most appropriate measure of 
the debt burden as it measures debt relative to 
the ability of the government and the country’s 
taxpayers to finance it. This is the third 
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Table 1 
Financial highlights 
1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 
(billions of dollars) 
Budgetary transactions 
Revenues 116.0 123.3 130.3 140.9 Tare hone 
Program spending =120:0 alate BY PlakaU) -104.8 -108.8 -111.4 
Operating balance 4.6 18.3 36.1 44.4 44.3 
Public debt charges -38.0 -42.0 -46.9 -45.0 -40.9 -41.4 
Budgetary balance -42.0 -37.9 -28.6 =6.9 3.9 2.9 
Non-budgetary transactions A156 11.4 sO 9.3 8.6 
Financial requirements/surplus (excludes 
foreign exchange transactions) -29.9 -29.8 “17.2 1B) jae IAs: 
Foreign exchange transactions -1.4 -4.7 -7.8 -2.2 “Hiak 
Net financial balance -32.0 “27.3 -21.9 -6.5 10.6 5.8 
Net change in borrowings aby 26.0 ZOD 1.3 -9.6 -6.9 
Net change in cash balances s02 em 0.8 1.0 “Va 
Financial position 
Total liabilities -546.4 -584.8 -624.7 -640.7 -638.5 -640.3 
Total assets 38.2 39.1 50.4 Sie 58.8 63.5 
Accumulated deficit (net public debt) -508.2 -545.7 -574.3 -583.2 -579.7 -576.8 
Financial results (% of GDP) 
Budgetary revenues 16M 161 16.9 eo 17.4 
Program spending oo 13.9 12.6 12.4 12.4 
Public debt charges 5:5 5.8 5.4 47 4.6 
Budgetary balance ; -4.9 -3.5 heal 0.4 0.3 
Net public debt 70.4 (Mra (ON 69.9 66.3 64.4 


consecutive year in which the debt-to-GDP ratio 
has declined. The ratio is now back to where it 
was in the early 1990s, but still well above what 
it was in the 1970s. The net public debt at the 
end of 1998-99 was $18,923 for each Canadian, 
down from $19,184 a year earlier. 


Net public debt consists of interest-bearing 

debt and other liabilities, net of financial assets. 
Interest-bearing debt, in turn, consists of 
unmatured, or market, debt and the 
government’s obligations to internally held 
accounts — primarily the liabilities for the federal 
government employees’ pension plans. 


e In 1998-99, interest-bearing debt was 


$595.0 billion, up $0.2 billion from 1997-98. 


However, of this, market debt declined by 
$6.9 billion to $460.5 billion. This reflected 


a lower stock of Treasury bills (down 


$15.4 billion) and Canada Savings Bonds 
(down $2.1 billion), offset in part by higher 
marketable bonds (up $10.0 billion) and 


bonds for the Canada Pension Plan 
(up $0.6 billion). 


This decline in market debt was offset by 
an increase of $7.1 billion in liabilities to 
public sector pensions and other accounts. 


Net federal debt 

billions of dollars per cent of GDP 
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The financial balance 


Financial requirements/surplus measures the 
difference between cash coming into the 
government and cash going out. Most 
industrialized countries currently use a measure 
comparable to the financial requirements/surplus 
as their main budget measure. 


e There was a financial surplus (excluding 


foreign exchange transactions) of $11.5 billion 


in 1998-99. This is the third consecutive year 


in which a financial surplus has been recorded 


— the only G-7 country to do so. 
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Budgetary balance and 
financial requirements/surplus' 


i 
a 
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billions of dollars 


15 [__] Budgetary balance 
— Financial requirements/surplus 


'Excluding foreign exchange transactions. 
Sources: Public Accounts of Canada and Statistics Canada. 


During the course of the fiscal year, there was a 
net requirement of $5.7 billion relating to foreign 
exchange transactions, up from a net requirement 
of $2.2 billion in 1997-98. Including these 
amounts, the financial surplus in total was 
$5.8 billion. This compares to a financial 
surplus of $10.6 billion in 1997-98. 


Fiscal Year 1998-99 


BUDGETARY REVENUES 


Table 2 on page 11 shows budgetary revenues on 
both a budget, or “net”, basis as well as on a 
“sross” basis. The net figures reflect the way in 
which revenues and expenditures are presented to 
Parliament and in the government’s annual 
budget. As such, there are a number of tax 
expenditures which are netted against revenues 
and a number of revenue items that are netted 
against spending. 


Netted against revenues are: 


e the Canada Child Tax Benefit; 


e the quarterly goods and services tax (GST) 
credit; and 


e repayments of Old Age Security benefits. 


Netted against spending are: 


e revenues of consolidated Crown corporations; 
and 


e revenues levied by departments for specific 
services, such as the costs of policing services 
in provinces. 


On a gross basis, the tax expenditures netted 
against revenues are included as part of spending, 
while the items netted against spending are 
included as part of revenues, thereby increasing 
both revenues and spending with no impact on 
the balance. 


On a net basis, revenues amounted to 

$155.7 billion in 1998-99, an increase of 

$2.5 billion, or 1.6 per cent, from the 1997-98 
level. The revenue ratio — net budgetary revenues 
as a percentage of GDP — represents an 
approximate measure of the overall “tax burden” 
in that it compares the total of all revenues 
collected to the size of the economy. However, 

as some important components of income subject 
to taxation are excluded from the Statistics 
Canada measure of GDP, such as capital gains 
and income from trusteed pension plans, this 
ratio overstates the tax burden. In addition, the 
sharp rise in capital gains and the growth in 
income from trusteed pension plans due to the 
aging of the population distort year-to-year 
changes in the ratio. Therefore, caution should 


Composition of net revenues for 1998-99 


Corporate income tax 
14% 


Employment insurance 
premiums 
12% 


Personal income tax 
47% 


Excise 
taxes 
and duties 
7% 


Non-tax 
revenues 
5% 


2% 


Source: Public Accounts of Canada. 


be exercised in interpreting this ratio. The 
revenue ratio stood at 17.4 per cent in 1998-99, 
down slightly from 17.5 per cent in 1997-98. 
This decline reflects lower corporate income 
tax revenues and the impact of the tax relief 
measures announced in the 1998 budget, 

which restrained the growth in personal income 
tax revenues. 


Net personal income tax revenues, the largest 
component of budgetary revenues, were up 

$1.7 billion, or 2.4 per cent, in 1998-99. This is 
in sharp contrast to the increase of 11.9 per cent 
reported in 1997-98. This slowdown in the rate 
of growth was attributable to the tax relief 
measures announced in previous budgets and 
prior-year adjustments. 


¢ Inthe 1998 budget, the amount of income 
that low-income Canadians can receive on a 
tax-free basis was increased by $500. In 
addition, the general federal surtax was 
eliminated for Canadians earning up to 
about $50,000 and reduced for those earning 
between $50,000 and $65,000. It is estimated 
that these measures reduced tax revenues by 
$0.9 billion in 1998-99. There were a number 
of other tax expenditure measures (credit for 
interest on student loans, part-time education 
tax credit, caregiver credit, among others) 
which served to reduce taxes otherwise 


payable. In consultation with provincial 
governments, the Child Tax Benefit was 
restructured to create an enriched Canada 
Child Tax Benefit (CCTB). These changes 
came into effect July 1, 1998 and reduced 
personal income tax revenues by about 


$0.4 billion in 1998-99. 


e Prior-year adjustments also affected the flow 
of personal income tax revenues in both 
1997-98 and 1998-99. For example, refunds 
were up $1 billion in 1998-99, reflecting 
overpayment of taxes pertaining to the 
1997 taxation year. In contrast, refunds were 
lower in 1997-98 than in 1996-97. Gross 
remittances received include not only federal 
personal income tax liabilities but also 
provincial income tax liabilities (as set out 
under the tax collection agreements with 
participating provinces) and employee and 
employer premium contributions for 
employment insurance and the Canada 
Pension Plan. On a monthly basis, deductions 
for these liabilities are based on estimates, 
with adjustments made once either 
preliminary or final data become available 
from Revenue Canada. In 1997-98, there 
were large transfers to personal income tax 
revenues, pertaining to overestimations of 
these deductions during the course of the 
fiscal year. The reverse occurred in 1998-99. 


e According to Statistics Canada, personal 
income — a proxy for the applicable tax base 
for personal income tax revenues — advanced 
by 4 per cent in 1998, compared to an increase 
of 3.7 per cent in 1997. Although personal 
income excludes some important income 
components subject to taxation, such as 
capital gains and income from trusteed 
pension plans, the underlying growth in 
personal income tax revenues is broadly in 
line with the growth in personal income. 


Corporate income tax revenues declined 

$0.9 billion, or 4.1 per cent, in 1998-99, 

as profits fell by 6 per cent in 1998. Other 
income tax revenues, which closely mirror the 
performance of corporate income tax revenues, 
were down $73 million, or 2.4 per cent. 
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Employment insurance premium revenues 
increased $0.6 billion, or 3 per cent, in 1998-99. 
However, this increase was entirely attributable 
to prior-year adjustments. 


e As noted above, in 1997-98, there was a 
transfer from employment insurance premium 
revenues to personal income tax revenues, 
reflecting underpayments with respect to the 
1996 taxation year. 


¢ However, in 1998-99, there were net transfers 
from personal income tax revenues due to 
overpayments with respect to previous 
taxation years. The net impact of these 
adjustments was about $0.8 billion, implying 
a decline in underlying revenues in 1998-99. 


e This decline was attributable to the reduction 
in premium rates. The employee premium rate 
(per $100 of insurable earnings) was reduced 
from $2.90 for 1997 to $2.70 for 1998 and to 
$2.55 for 1999 (with a corresponding decline 
in the employer rate). The net impact of these 
rate reductions was to lower revenues by 
about $1.5 billion. 


e Dampening the effect of these rate reductions 
was an increase in the number of people 


employed. 


1980-81 1984-85 1988-89 1992-93 1996-97 l HH l HE 1992-93 1996-97 


The revenue ratio 


per cent of GDP 
20 


Sources: Department of Finance and Statistics Canada. 


Fiscal Year 1998-99 


Net excise taxes and duties increased $0.5 billion, 
or 1.7 per cent, down from a gain of 6.1 per cent 
recorded in 1997-98. There were significant 
variations among the various components. 


¢ Net GST revenues were up 6.3 per cent. 
Excluding the quarterly GST credit, gross 
revenues were up 5.3 per cent, roughly in line 
with the growth in the applicable tax bases. 


¢ Customs import duties declined 14.7 per cent, 
reflecting reductions in tariffs, as specified 
under international agreements. 


e Other excise taxes and duties include customs 
import duties, excise taxes on motive fuels, 
excise taxes and duties primarily on tobacco 
and tobacco products, and the air 
transportation tax. They were 
down 3.2 per cent, due initially to the 
reduction in the air transportation tax 
effective January 1, 1998 and to its 
subsequent elimination effective 
November 1, 1998. 


10 


Non-tax revenues include return on investments 
and other non-tax revenues, such as net proceeds 
from the sale of assets, user charges, etc. 

Net non-tax revenues increased $0.7 billion, 

or 9.7 per cent, in 1998-99, primarily reflecting 
higher Bank of Canada profits and gains from 
the foreign exchange accounts. 


Gross budgetary revenues in 1998-99 were 
$11.9 billion higher than net budgetary 
revenues, of which $5.7 billion was for the 
CCTB, $2.9 billion for the quarterly GST credit, 
$1.5 billion for revenues of consolidated Crown 
corporations and $2.3 billion for revenues levied 
by departments, which are credited back to the 
programs giving rise to these revenues. 

Old Age Security benefit repayments increased 
net revenues by $0.5 billion. The increase in 

the CCTB payments was attributable to the 
increase in benefits announced in the 

1997 budget. 


Table 2 
Budgetary revenues 


Net income tax collections 
Personal income tax 
Corporate income tax 
Other 
Total 


Employment insurance premium 
revenues 
Net excise taxes and duties 
Goods and services tax (GST) 
Customs import duties 
Other excise taxes/duties 
Energy taxes 
Other 
Total 
Total 


Net tax revenues 


Net non-tax revenues 
Return on investments 
Other non-tax revenues 
Total 


Net budgetary revenues 


Adjustments 

Canada Child Tax Benefit 

Old Age Security benefit repayment 

Quarterly GST credit 

Revenues netted against 
expenditures 

Revenues of consolidated 
Crown corporations 

Net adjustment 


Gross budgetary revenues 
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1997-98 1998-99 Net change 
($ millions) (%) 
70,787 72,488 1,701 2.4 
22,496 PN GOV: -921 -4.1 
2,974 2,901 -73 -2.4 
96,257 96,964 FOF. 0.7 
18,802 19,363 561 3.0 
19,461 20,684 4 PERS 6.3 
2,/66 2,359 -407 -14.7 
4,638 4,716 78 vege 
3,995 3,640 -355 -8.9 
8,633 8,356 -277 -3.2 
30,860 31,400 540 ar 
145,919 147,726 1,007 Pe 
4,427 4,991 564 WAT A 
2,816 2,954 138 4.9 
1,243 7,945 702 Oh 
153,162 155,671 2,509 1.6 
5,302 0,015 363 6.8 
-467 -496 -29 6.2 
2,892 2,850 -42 -1.5 
2,196 2,305 109 Si) 
ipZed 1,498 Pars Coal 
11,200 RR oes 672 6.0 
164,362 167,543 3,181 1.9 
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BUDGETARY EXPENDITURES 


Table 3 on page 16 presents budgetary 
expenditures on both a gross and net basis. 
The differences are identical to those between 
gross and net budgetary revenues. 


Net budgetary expenditures amounted to 
$152.8 billion in 1998-99, up $3.1 billion, or 
2.1 per cent, from 1997-98. The expenditure 
ratio — net budgetary expenditures as a 
percentage of net budgetary revenues — stood 
at 98.1 per cent, up slightly from 1997-98. 
This implies that, in 1998-99, revenues exceeded 
total expenditures by 1.9 per cent. In 1993-94, 
the expenditure ratio stood at 136.2 per cent, 
which meant that an amount equivalent to 
36.2 per cent of revenues had to be financed 
by borrowings. 


Public debt charges increased by $0.5 billion, 
or 1.1 per cent, in 1998-99. Public debt charges 
are affected by interest rate developments as 
well as by the stock and composition of 
interest-bearing debt. 


e The average effective interest rate on the 
government’s interest-bearing debt 
(unmatured debt and pension liabilities) 
was 7.4 per cent in 1998-99, compared to 
7.3 per cent in 1997-98. The average 
effective interest rate on unmatured debt 
was 6.7 per cent, while that on pension 


Composition of net expenditures for 1998-99 


Transfers to 
governments 
17% 


Transfers to persons 
23% 


Other transfers 
12% 
fe Public debt interest 
Defence 
6% Operating TG 
and capital 
13% 


Crown 
corporations 
2% 


Source: Public Accounts of Canada. 


and other accounts was 9.8 per cent. Since 
1990-91, the average effective interest rate 
on interest-bearing debt has declined by 
3.5 percentage points, with virtually all of 
this attributable to lower average effective 
interest rates on unmatured debt — down 
4.5 percentage points. 


e The stock of interest-bearing debt increased 
slightly in 1998-99, from $594.8 billion to 
$595.0 billion: the stock of unmatured debt 
declined by $6.9 billion to $460.4 billion, 
while the liabilities to pension and other 
accounts increased by $7.1 billion to 
$134.6 billion. Since 1990-91, the share of 
unmatured debt has declined by about 
2 percentage points with a corresponding 
increase in the liabilities for pension and other 
accounts. Within unmatured debt, the share of 
marketable bonds has increased by over 
25 percentage points, while that for Treasury 
bills and Canada Savings Bonds has declined. 


The interest ratio — public debt charges as a 
percentage of net budgetary revenues — declined 
only marginally from 26.7 per cent in 1997-98 to 
26.6 per cent in 1998-99, This ratio means that, 
in 1998-99, the government spent about 27 cents 
of every revenue dollar for interest on the public 
debt. This is down from the peak of 36 cents in 
1995-96. This is money that must be paid to 


The expenditure ratio 


expenditures as a per cent of revenues 
160 


Source: Public Accounts of Canada and Statistics Canada. 
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meet the government’s obligations on its debt. Within program spending, net major transfer 
The lower the ratio, the more flexibility the payments to persons consist of elderly benefits 
government has to address the key priorities and employment insurance benefits. This 

of Canadians. component increased by $0.6 billion, or 


1.8 per cent, in 1998-99. 
Net program spending — net budgetary 


expenditures less public debt charges — increased e Elderly benefits consist of Old Age Security 

by $2.6 billion, or 2.4 per cent, in 1998-99. As payments, Guaranteed Income Supplement 
was the case in 1997-98, a number of initiatives payments and spouse’s allowance payments. 
undertaken during the course of 1998-99 raised Total benefits were up $0.6 billion in 1998-99, 
the overall level of program spending. These reflecting both higher average benefits and an 
included the one-time cash supplement of increase in the number of recipients. 


$3.5 billion to the Canada Health and Social 
Transfer and incremental funding of $0.4 billion 
to the Canada Foundation for Innovation, the 


Canadian Institute for Health Information and Interest ratio 
the Canadian Health Services Research public debt charges as a per cent of revenues 
Foundation. Funding was also provided for the 50 
Canadian Fisheries Adjustment and Restructuring 
Program and the Agricultural Income Disaster 40 
Assistance Program (total of $1 billion). S 
In addition, Equalization entitlements increased i |—_—- 
significantly ($1.6 billion), reflecting prior-year 
data revisions. 
20 
The program share — net program spending as 
a percentage of net revenues — amounted to 10 
71.6 per cent, up slightly from 1997-98 but 
still well below previous levels. 1980-81 1984-85 1988-89 1992-93 1996-97 


Source: Department of Finance. 
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Program share 


program spending as a per cent of revenues 
140 


1980-81 1984-85 1988-89 1992-93 1996-97 


Source: Department of Finance. 


Employment insurance benefits were virtually 
unchanged from 1997-98. Regular benefit 
payments were lower, reflecting the decline 

in the number of unemployed. However, 

this was offset by increased transfers to the 
provinces under the Labour Market 
Development Agreements. 


Major transfer payments to other levels of 
government include the Canada Health and 
Social Transfer (CHST), fiscal arrangements 
(Equalization, transfers to the territories as well 
as a number of small transfer programs) and 
Alternative Payments for Standing Programs. 
Net cash transfers increased by $5.0 billion in 
1998-99, or 24.5 per cent. Of this increase, 


e Inthe 1999 budget, the government 


announced a special payment of $3.5 billion 
to be paid to a third-party trust to be drawn 
by the provinces and territories over a period 
not to exceed three years, in a pattern which 
best meets the needs of their health care 
systems. This supplement was charged to the 
1998-99 fiscal year, in accordance with 
objective accounting standards. 


Equalization is the largest of the transfers 
under fiscal arrangements. Under the 
Equalization program, the federal government 
transfers funds to the less prosperous 
provinces so that they can provide reasonably 
comparable levels of public services at 
reasonably comparable levels of taxation. 

Tax data for 1997 indicated much stronger 
revenue gains in the non-Equalization- 
receiving provinces than in the Equalization- 
receiving provinces, thereby resulting in higher 
Equalization entitlements. 


The Alternative Payments for Standing 
Programs represent recoveries of federal tax 
point abatements under contracting-out 
arrangements. These arrangements allowed 
provinces to assume the administrative 

and financial authority for certain 
federal-provincial programs. In turn, the 
federal government provided provinces with 
tax points, the value of which are netted 
against total entitlements, and accordingly 
recovered from cash transfers. These 
recoveries reflect the growth in the value of 
the tax points. 


$3.5 billion was attributable to the CHST cash 
supplement while the remainder was attributable 
to higher Equalization payments. 


e On April 1, 1996, the CHST - a new 
block-funded transfer — replaced Established 
Programs Financing and the Canada 
Assistance Plan. Total CHST entitlements are 
paid in the form of tax point transfers and 
cash transfers. In the 1998 budget, CHST 


entitlements were forecast to be $26 billion for 


1998-99. The budget also set a floor on the 


cash portion of the transfer at $12.5 billion for 


the years 1997-98 to 2002-03. Without this 
floor, the cash entitlement would have fallen 
below $12.5 billion in both 1997-98 and 
1998-99, 


Net direct program spending — total program 
spending less major transfers to persons and 
other levels of government — consists of subsidies 
and other transfer payments, expenditures related 
to Crown corporations, defence spending, and 
operating and capital expenditures of non- 
defence departments and agencies. 


¢ Spending in this component amounted to 
$51.2 billion in 1998-99, down $3.0 billion, 
or 5.5 per cent, from 1997-98. This decline 
was attributable to the recording of a number 
of one-time liabilities in 1997-98 amounting 
to $5.5 billion: liabilities for the Canada 
Millennium Scholarship Foundation 
($2.5 billion), compensation for hepatitis C 
victims ($0.8 billion), the Aboriginal healing 


strategy ($350 million) and the change in 
accounting policy relating to assistance to 
international financial institutions 


($1.8 billion). 


Excluding the impact of these liabilities, direct 
program spending increased by $2.5 billion, 
or 5.1 per cent. This increase was entirely 
attributable to the initiatives announced in 
the 1998 and 1999 budgets ($1.9 billion) 

and the economic adjustment programs for 
farmers and fishers ($1 billion). 


Within net direct program spending: 


e Subsidies and other transfer payments declined 


by $3.7 billion, with the decline attributable to 
the special factors noted above ($5.5 billion). 
Partially offsetting the impact of these 
liabilities were: 


— booking of the 1998-99 liabilities 
associated with the Agricultural Income 
Disaster Assistance Program; 


— payments under the Canadian Fisheries 
Adjustment and Restructuring Program; 


— initiatives under the Canadian 
Opportunities Strategy, as announced in 
both the 1998 and 1999 budgets, including 
the introduction of the Canada Education 
Savings Grant and the Canada Jobs Fund, 
renewal of the Youth Employment Strategy, 
increased funding for the granting councils 
and the Canada Study Grants program, and 
an additional investment in the Canada 
Foundation for Innovation; and 


— other initiatives announced in the 
1998 and 1999 budgets, including funding 
for Gathering Strength (the government’s 
response to the Royal Commission on 
Aboriginal Peoples), for the Canada 
Television and Cable Production Fund, 
and for furthering international 
co-operation, among others. 
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e Expenditures related to Crown corporations 
were up $0.9 billion. This component includes 
appropriations to consolidated Crown 
corporations (those Crown corporations that 
rely on government funding as their principal 
source of revenue) and the annual profit and 
losses for enterprise Crown corporations. 
The increase was largely attributable to 
changes in the allowance for loan guarantees 
and borrowings of enterprise Crown 
corporations. In contrast, appropriations for 
consolidated Crown corporations were 
virtually unchanged from 1997-98. 


e Operating and capital expenditures include 
the costs of defence, government 
administration and delivery of specific 
services to the public, such as: 


— health care to Aboriginals and veterans; 


— research undertaken by government 
departments; 


— food inspection; 
— Coast Guard and air and sea rescue; 


— operation of national parks and 
historic sites; 


— collection of taxes; 


— operation of federal correctional 
institutions and provision of police 
services; and 


— administration of programs. 


Spending in this component declined $0.2 billion, 
or 0.6 per cent, from 1997-98. 


Consistent with the difference between gross 
and net budgetary revenues, gross budgetary 
expenditures were $11.9 billion higher than net 
budgetary expenditures. The differences are 
described on page 10. 
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Fiscal Year 1998-99 


Table 3 
Budgetary expenditures 
1997-98 1998-99 Net change 
($ millions) (%) 
Net major transfers to persons 
Elderly benefits Ze yee0 22,181 556 25 
Employment insurance benefits 11,842 11,884 ao 0.4 
Total 34,067 34,665 598 ES: 
Major transfers to other levels of government 
Canada Health and Social Transfer (CHST) 12,612 12,528 -84 -0.7 
CHST cash supplement 3,500 3,000 
Fiscal arrangements 10,000 11,645 1,645 16.5 
Alternative Payments for Standing Programs -2,108 -2,150 -42 -2.0 
Total 20,504 25,023 5,019 24.5 
Net direct program spending 
Subsidies and other transfers 
Agriculture and Agri-food SHWE 1,194 377 46.1 
Foreign Affairs and International Trade 2,084 2,065 -19 -0.9 
Health Canada 902 1,180 278 30.8 
Human Resources Development 2,076 2,429 353 17.0 
Indian Affairs and Northern Development 3,978 4,101 121 onl 
Industry/regional agencies Balhae Zee 105 4.8 
Veterans Affairs 1,374 S77 3 0.2 
One-time liabilities 5,450 -5,450 
Other 3,618 4,107 489 135 
Total 22,476 18,735 -3,741 -16.6 
Crown corporations 
Canada Mortgage and Housing Corporation 1,863 1,865 2 0.1 
Canadian Broadcasting Corporation 806 O12 106 V3r2 
Other -121 120 841 n/a 
Total 2,048 3,497 949 ofe2 
Operating and capital expenditures 
Defence 8,879 8,781 -98 -1.1 
All other departments 20,279 20,192 -87 -0.4 
Total 29,158 28,973 -185 -0.6 
Net direct program spending 54,182 O1eZ05 -2,977 -5.5 
Net program spending 108,753 111,393 2,640 2.4 
Public debt charges 40,931 4,394 463 en 
Net budgetary expenditures 149,684 152,787 3,103 2.1 
Adjustments 
Canada Child Tax Benefit OFOO2 Sal Bee 6.8 
Old Age Security benefit repayment -467 -496 -29 -6.2 
Quarterly goods and services tax credit 2,892 2,850 -42 -1.5 
Revenues netted against expenditures 2,196 PSOE 109 2.0 
Revenues of consolidated Crown corporations 1227. 1,498 Zi Zool 
Net adjustment 1206 1872 672 6.0 
Gross budgetary expenditures 160,884 164,659 STATES 2.3 


n/a.: not applicable 
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THE BUDGETARY BALANCE, 
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FINANCIAL REQUIREMENTS/SURPLUS AND DEBT 


The budgetary balance is presented on a 
modified accrual basis of accounting, recording 
government liabilities when they are incurred, 
regardless of when the cash payment is made. 
The budgetary balance covers only those 
activities over which the government has 
legislative control. 


In contrast, financial requirements/surplus 
measures the difference between cash coming in 
to the government and cash going out. It differs 
from the budgetary balance in that it includes 
transactions in loans, investments and advances, 
federal employees’ pension accounts, other 
specified purpose accounts, and changes in other 
financial assets and liabilities. These activities are 
included as part of non-budgetary transactions. 
The conversion from accrual to cash accounting 
is also reflected in non-budgetary transactions. 


Non-budgetary transactions in 1998-99 
resulted in a net source of funds amounting to 
$8.6 billion, down $0.7 billion from 1997-98. 
Among the major components: 


e Loans, investments and advances were 
down $1.5 billion, primarily reflecting the 
impact of the change in accounting in 
1997-98 for assistance to international 
financial institutions. 


e Pensions and other accounts were up 
$3.2 billion. Of this amount, $1.2 billion 
was attributable to plan enhancements to the 
various public sector pension plans as specified 
in the Budget Implementation Act, 1999. The 
amendments improved pension entitlements 
primarily by calculating pension benefits using 
the average of the best five consecutive years 
of earnings rather than the best six consecutive 
years. These changes were part of the overall 
reform of the public sector pension plans, as 
announced by the President of the Treasury 
Board in February 1999. The costs of this 
reform were charged to pension expenditures 
in 1998-99. 


e Other transactions were down $2.3 billion. 
In the 1998 budget, a number of one-time 
initiatives were announced and charged to 
program spending in 1997-98. However, 
as no cash payments with respect to these 
initiatives were made in 1997-98, an offsetting 
adjustment was made in other transactions. 
Cash payments with respect to these initiatives 
were made in 1998-99, which dampened the 
effect of the initiatives announced in the 
1999 budget, for which no cash payments 
were made in 1998-99. 


With a budgetary surplus of $2.9 billion and 

a net source of funds from non-budgetary 
transactions of $8.6 billion, there was a financial 
surplus, excluding foreign exchange transactions, 
of $11.5 billion in 1998-99, down slightly from 
the financial surplus of $12.7 billion in 1997-98. 
This marks the third consecutive year in which 

a financial surplus was recorded. 


Foreign exchange transactions represent all 
transactions in international reserves held in 

the Exchange Fund Account. The purpose of 
the Exchange Fund Account is to promote order 
and stability of the Canadian dollar in the foreign 
exchange market. It fulfills this function by 
buying foreign exchange (selling Canadian 
dollars) when there is upward pressure on the 
value of the Canadian dollar and selling foreign 
exchange (buying Canadian dollars) when there 
is downward pressure. The buying of Canadian 
dollars represents a source of funds from 
exchange fund transactions, while the selling 

of Canadian dollars represents a requirement. 
Changes in foreign currency liabilities, which 
are undertaken to change the level of Canada’s 
foreign exchange reserves, also impact on 
foreign exchange transactions. During 1998-99, 
foreign exchange transactions resulted in a net 
requirement of funds amounting to $5.7 billion, 
compared to a net requirement of $2.2 billion 
in 1997-98. 
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Fiscal Year 1998-99 


Table 4 

Budgetary balance and financial requirements/surplus 

1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 
(billions of dollars) 


Budgetary balance -42.0 -37.5 -28.6 aon 3:0 2.9 
Non-budgetary transactions 
Loans, investments and advances 0.6 0.3 Me 0.3 2.0 0.5 
Pensions and other accounts 
Public sector pensions 6.2 6.9 6.8 6.3 3:3 a0) 
Canada Pension Plan “051 0.7 O:2 0.1 0.5 Wee 
Other 0.2 1.0 0.6 0.5 0.1 0.9 
Total rz 8.7 7.6 6.9 3.8 7.0 
Other transactions 5.4 2.6 doll 3.0 3.4 tel 
Total t22 TG 11.4 10.2 9.3 8.6 
Financial requirements/surplus 
(excluding foreign exchange transactions) -29.8 -25.9 -17.2 1.3 NAY ed 
Foreign exchange transactions -2.1 -1.4 -4.7 “1.0 -2.2 -5./7 
Net financial balance -32.0 “Zio “21.9 =6.9 10.6 5.8 
Net change in borrowings Silez 2t0 28:5 7.3 -9.6 -6.9 
Change in cash balances -0.7 -0.2 6.7 0.8 1.0 -1.1 
Cash in bank (March 31) Ze) 1.9 8.6 9.4 10.4 9.3 
As a result, there was a net financial surplus — Financial assets consist of cash and accounts 
the budgetary surplus plus non-budgetary and receivable, foreign exchange accounts and loans, 
foreign exchange transactions — of $5.8 billion in investments and advances. Capital assets, 
1998-99, compared to a net financial surplus of inventories and net receivables for tax revenues 
$10.6 billion in 1997-98. are not included. Capital assets and inventories 


are fully charged to expenditures at the time of 
acquisition or construction while tax revenues are 


; es reported on a cash basis. Financial assets totalled 
was able to retire $6.9 billion of its market debt. $63.5 billion at March 31, 1999, up $4.7 billion 


re a ras at March 31, 1999 stood at from March 31, 1998, attributable to increased 
hese ss assets in the foreign exchange accounts as the 


With this net financial surplus and a reduction in 
its cash balances of $1.1 billion, the government 


Total liabilities consist of interest-bearing debt SOREN ASO Gea AEN foreign 
and other liabilities. Interest-bearing debt exchange reserves to be more in line with other 
includes unmatured debt and liabilities for comparable countries. 


pension and other accounts. At March 31, 1999, 
interest-bearing debt amounted to $595.0 billion, 
up slightly from a year earlier. Other liabilities, 
which include accounts payable and accrued 
liabilities, increased by $1.6 billion. As a result, 
total liabilities, or gross debt, stood at 

$640.3 billion. 
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Table 5 
Outstanding debt at year-end 
1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 
(billions of dollars) 
Interest-bearing debt 
Unmatured debt 414.0 441.0 469.5 476.9 467.3 460.4 
Pension and other accounts 100.5 109.2 116.9 (23:7 (eyes: 134.6 
Total 514.5 O00;2 586.4 600.6 594.8 595.0 
Other liabilities e.g 34.6 38.3 40.1 43.7 45.3 
Total liabilities (gross debt) 546.4 584.8 624.7 640.7 638.5 640.3 
Financial assets 38.2 39.1 50.4 eo) 58.8 63.5 
Accumulated deficit (net public debt) 508.2 545.7 574,3 583.2 579.7 O7G:3 


As a result, the accumulated deficit, or net public 
debt, stood at $576.8 billion at March 31, 1999, 
down $2.9 billion from March 31, 1998 and 
$6.4 billion below the peak of $583.2 billion at 
March 315-1997. 


Foreign holdings of the Government of 
Canada’s outstanding market debt are estimated 
at $107.5 billion at the end of March 1999. 
This represented 23.3 per cent of the 
government’s total market debt — the lowest 
ratio since 1990-91. 


Foreign holdings of 
Government of Canada debt 


billions of dollars per cent of total 
500 30.0 


Total outstanding Non-resident holdings 

(left scale) (left scale) 

es Pectin 
an ——— Non-resident holdings 


as a per cent of total 
(right scale) 


1980-81 1984-85 1988-89 1992-93 1996-97 


Source: Bank of Canada. 
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Fiscal Year 1998-99 


THE “SCORECARD” 


This section compares the outcome for selected 
economic indicators for 1998, and for the 
financial results for fiscal year 1998-99, with 
the forecasts presented in the February 1998 
and 1999 budgets. 


The government targeted a balanced budget for 
1998-99 in both the 1998 and 1999 budgets. 
Under the Debt Repayment Plan, the fiscal target 
for each year is based on: 


e prudent economic planning assumptions — 
the average of private sector economic 
forecasts available at that time adjusted to 
include an additional element of prudence; and 


e the inclusion of an annual Contingency 
Reserve to cover risks arising from 
unpredictable events and unavoidable 
inaccuracies in the economic and fiscal models 
used to translate the economic assumptions 
into detailed budget forecasts. For 1998-99, 
the Contingency Reserve was set at 
$3.0 billion. 


1998 budget 


Economic growth for 1998 was significantly 
weaker than assumed at the time of the 1998 
budget, primarily reflecting the impact of the 
Asian financial crises. In contrast, interest rates 
turned out to be lower than those used for budget 
planning purposes. 


Based on sensitivity analysis, the change in 
nominal income should have resulted in a 
deterioration in the revenue outcome for 
1998-99, compared to the 1998 budget 
projections. However, positive revenue 
developments in the final quarter of 1997-98 — 
the results of which only became available after 
the tabling of the 1998 budget — carried over in 
1998-99. As a result, budgetary revenues were 
$4.7 billion higher than forecast in the 1998 
budget, with all major components up except 
excise taxes and duties. Public debt charges 
were $2.1 billion lower than projected in the 
1998 budget, attributable in part to the 
lower-than-assumed outcome for interest 

rates and the lower stock of market debt. 
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The net impact of the higher revenues and lower 
public debt charges resulted in an improvement 
in the budgetary balance of $6.8 billion. 


However, program spending was $6.9 billion 
higher than projected at the time of the 1998 
budget. This was attributable to initiatives 
announced since the 1998 budget, which totalled 
$5.2 billion, and the impact of prior-year 
adjustments, which increased Equalization 
entitlements by $2.4 billion. In contrast, major 
transfers to persons were lower, primarily 
reflecting the impact of the lower-than-expected 
number of unemployed on employment 
insurance benefits. 


The net impact of these developments was a 
requirement of $0.1 billion. As the balanced 
budget target for 1998-99 included a 
Contingency Reserve of $3 billion, there was a 
surplus of $2.9 billion. This surplus was applied 
to reducing the public debt, as specified under 
the Debt Repayment Plan. 


Non-budgetary transactions were $2.6 billion 
higher than assumed in the 1998 budget. As a 
result, the financial surplus, excluding foreign 
exchange transactions, was $5.5 billion higher 
than projected in the 1998 budget. 


1999 budget 


Budgetary revenues for 1998-99 were 

$0.8 billion lower than projected in the 

1999 budget, primarily due to transfers from 
personal income tax revenues to the Provincial 
Tax Collection Account, for underpayments with 
respect to both the 1997 and 1998 taxation 
years. Program spending was $0.7 billion lower, 
primarily due to lower direct program spending. 


Non-budgetary transactions were $2.9 billion 
lower than assumed in the 1999 budget. As a 
result, the financial surplus, excluding foreign 
exchange transactions, was unchanged from the 
1999 budget projection. 
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Table 6 


The “scorecard”: comparison of outcomes 
to 1998 and 1999 budget estimates 


Outcome: Difference from 


1998 budget 1999 budget 
Economic indicators (1998) 
Nominal GDP (percentage points) -1.6 0.0 
Interest rates 
91-day Treasury bill rate (basis points) -68 -8 
10-year government bond rate (%) -110 0) 
Financial results (1998-99) (billions of dollars) 
Budgetary revenues 
Personal income tax has) -1.2 
Corporate income tax Nee -0.4 
Other income tax 0.6 0.0 
Employment insurance premium revenues 0.8 Or2 
Excise taxes and duties -0.6 0.0 
Non-tax revenues 12 0.4 
Total 4.7 -0.8 
Program spending 
Major transfers to persons 
Elderly benefits -0.1 0.0 
Employment insurance benefits -0.7 -0.2 
Major transfers to other levels of government 
Canada Health and Social Transfer 3.6 0.1 
Fiscal arrangements 2.4 0.0 
Direct program spending UR) -0.7 
Total 6.9 0.7 
Public debt charges -2.1 0.0 
Net impact on budgetary balance -0.1 -0.1 
Contingency Reserve -3.0 -3.0 
Budgetary outcome 2.9 2.9 
Non-budgetary transactions 2.6 -2.9 
Financial requirements/surplus 
(excluding foreign exchange transactions) er) 0.0 
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OPINION OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance: 


The accompanying condensed statements of revenues, expenditures and accumulated deficit, assets and 
liabilities and changes in financial position are derived from the complete financial statements of the 
Government of Canada as at March 31, 1999 and for the year then ended on which I expressed an opinion 
without reservation in my report dated July 26, 1999. This opinion also referred to my qualified opinion 
on the March 31, 1998 complete financial statements. The fair summarization of the complete financial 
statements is the responsibility of the Government. My responsibility is to report on the condensed 
financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material respects, 
the related complete financial statements in accordance with the criteria established by The Canadian 
Institute of Chartered Accountants. 


Since these are condensed financial statements, readers are cautioned that these statements may not be 
appropriate for their purposes. For more information on the Government’s financial position, results of 
operations and changes in financial position, reference should be made to the related complete financial 
statements to be included in Volume I of the 1999 Public Accounts of Canada, expected to be tabled in 
the House of Commons later this year. 


L. Denis Desautels, FCA 
Auditor General of Canada 


Ottawa, Canada 
July 26, 1999 
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CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The fundamental purpose of these condensed Public Accounts of Canada, which are expected 
financial statements is to provide an overview to be tabled in Parliament later this year. 

of the financial affairs of the government and the As these condensed financial statements are, 
resources for which it is responsible under by their nature, summarized, they do not include 
authority granted by Parliament. Responsibility all disclosure required for financial reporting by 
for the integrity and objectivity of these governments in Canada. Readers interested in 
statements rests with the government. the disclosure of more detailed data should 


refer to the audited financial statements in 


These financial statements are extracted and : 
the Public Accounts. 


condensed from the audited financial statements 
included in Section 1 of Volume I of the 1999 


Table 7 


Government of Canada 
Condensed statement of revenues, expenditures and accumulated deficit 
for the year ended March 31, 1999 


1999 1998 
(millions of dollars) 
Revenues 
Tax revenues 
Income tax 102,183 101,142 
Excise taxes and duties 34,249 33,752 
Employment insurance premiums 19,363 = 18,802 
199,799 153,696 
Non-tax revenues 11,748 ) 10,666 | 
Total gross revenues 167,543 164,362 
Amounts deducted to arrive at net revenues 11,872 ' 11,200 
Total net revenues 155,671 153, 162 
Expenditures 
Transfer payments 
Old Age Security and related payments 22,285 21,708 
Other levels of government 20,023 20,504 
Employment insurance benefits 11,884 11,842 
Other transfer payments 27,300 28,909 
86,992 83,013 
Crown corporation expenditures 4,995 AAS) 
Other program expenditures wijeron 31,353 
Total gross program expenditures 123,265 118,141 
Amounts deducted to arrive at net program expenditures eebhsi2Z oe 11,200 
Total net program expenditures 111,393 106,941 
Interest on debt 41,394 ae 40,931 | 
Total net expenditures 152, 787 al, 147,872 
Surplus for the year before change in accounting policy 2,884 5,290 
Change in accounting policy P ; (1,812) | 
Surplus for the year 2,884 3,478 
Accumulated deficit at beginning of year 579,708 583,186 
Accumulated deficit at end of year 576,824 579,708 
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Table 8 

Government of Canada ae 
Condensed statement of assets and liabilities 
as at March 31, 1999 


1999 1998 
(millions of dollars) 
Liabilities 
Payables, accruals and allowances 
Accounts payable and accruals 34,300 32,783 
Allowances for guarantees and employee benefits TOnG 10,917 
45,316 43,700 
Interest-bearing debt 
Unmatured debt 
Marketable bonds 290,002 294,583 
Treasury bills 96,950 112,300 
Canada Savings Bonds 27,662 29,769 
Bonds for Canada Pension Plan 4,063 3,456 
Total payable in Canadian currency 424,427 440,108 
Payable in foreign currencies 36,000 27183 
460,427 467,291 
Pension and other accounts 
Public sector pensions 122,407 117,497 
Canada Pension Plan (net of securities) 5,427 4,205 
Other 6,724 D,OrZ 
134,558 127,534 
Total interest-bearing debt 594,985 594,825 
Total liabilities 640,301 - 638,525 
Assets 
Cash and accounts receivable 
Cash 10,693 11,691 
Accounts receivable 4,580 4,122 
hoes 15,816 
Foreign exchange accounts 34,668 28,968 
Loans, investments and advances 
Enterprise Crown corporations and other 
government business enterprises 11,052 12,601 
National governments and international organizations Higelss 6,869 
Other 4,341 3,832 
22,948 23,302 
Less allowance for valuation 9,412 9,266 
13,536 14,036 
Total assets 63,477 58,817 
Accumulated deficit 576,824 579,708 
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Condensed statement of changes in financial position 


for the year ended March 31, 1999 


Cash provided by operating activities 
Surplus for the year 
Add expenditures not requiring cash 


Net payments from pension and other accounts 
Net change in receivables, payables and accruals 


Cash provided by investing activities 
Net decrease in loans, investments and advances 


Cash provided by foreign exchange activities 
Net increase in foreign currency borrowings 
Less net increase in foreign exchange accounts 


Net cash generated before financing activities 


Cash used for financing activities 
Net decrease in Canadian currency borrowings 


Net increase (decrease) in cash 
Cash at beginning of year 


Cash at end of year 


1999 1998 
(millions of dollars) 

2 884 3,478 
11,466 13,867 
14,350 17,345 
(3,531) (5,110) 

181 (470) 
11,000 11,765 
566 1,467 

8.817 4,167 

5,700 2.155 

3.1417 2.012 
14,683 15,244 
15,681 13,728 

(998) 1,516 
11,691 10,175 
10,693 am 11,691 


Government of Canada 


Notes to the Condensed Financial Statements 


Significant accounting policies 


The Government of Canada reporting entity 
includes all departments, agencies, corporations 
and funds which are owned or controlled by the 
government and which are accountable to 
Parliament. The financial activities of all these 
entities are consolidated in these statements, 
except for enterprise Crown corporations and 
other government business enterprises, which are 
not dependent on the government for financing 
their activities. These corporations are reported 
as investments at their original cost adjusted by 
an allowance for valuation to reflect their annual 
profits or losses. The Canada Pension Plan is 
excluded from the reporting entity, as it is under 
the joint control of the government and 
participating provinces. 


The government basically accounts for 
transactions on an accrual basis. Two notable 
exceptions are tax revenues and related refunds, 
which are generally accounted for on a cash 
basis; and capital assets, which are fully 
charged to expenditures at the time of 
acquisition or construction. 


As a consequence, the only assets recorded on the 
Condensed Statement of Assets and Liabilities are 
financial assets, as they can provide resources to 
discharge liabilities or finance future operations. 
Assets are recorded at the lower of cost or net 
realizable value. Liabilities are recorded on an 
accrual basis with public sector pension and 
severance liabilities being determined on an 
actuarial basis. Valuation allowances are 
established for loan guarantees, concessionary 
and sovereign loans, and other obligations. 
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Some amounts in these statements are based 
on estimates and assumptions made by the 
government. By their nature, such estimates are 
subject to measurement uncertainty, although 
all of them are believed to be reasonable. 


Comparative figures for 1998 are reclassified 
to conform to the current year’s presentation, 
except for the one-time impact of the change 
made in 1998 of $1.8 billion in the accounting 
policy for assistance to international 

financial institutions. 


Reporting of revenues and 
expenditures on a gross basis 


Detailed amounts on the Condensed Statement 
of Revenues, Expenditures and Accumulated 
Deficit are presented on a full (gross) disclosure 
basis only. Gross revenues include revenues of 
consolidated Crown corporations, and revenues 
of government departments, agencies and funds 
which, on the net basis, are deducted from 
expenditures for budget and parliamentary 
authority purposes. Gross expenditures include 
expenditures determined through the tax system, 
such as child tax benefits and quarterly goods 
and services tax credits, that are deducted from 
revenues on the net basis. 


Contractual commitments 


Contractual commitments that will materially 
affect the level of future expenditures include 
transfer payment agreements, benefit plans for 
veterans and others, capital asset acquisitions 
and other purchases, operating and capital 
leases, and funding of international 
organizations. At March 31, 1999 contractual 


commitments amounted to approximately 
$30.9 billion ($29.4 billion in 1998). 
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Contingent liabilities 


Contingent or potential liabilities that may 
become actual liabilities in future years include: 
guarantees by the government; callable share 
capital in international organizations; claims 
and pending and threatened litigation; and 
environmental contingencies. Contingent 
liabilities related to guarantees by the government 
and international organizations amount to 

$62 billion. The total amount claimed against 
the government for other claims and pending 
and threatened litigation but not assessed 

is not determinable. Of these other claims, 
over $200 billion relates to Aboriginal and 
comprehensive land claims. The government 

is confident that the ultimate settlement for 
these contingent liabilities will be for amounts 
significantly lower than those being disclosed. 


Insurance in force relating to self-sustaining 
insurance programs operated for the government 
by three enterprise Crown corporations 
amounted to approximately $501 billion 

($485 billion in 1998). The government expects 
that it will not incur any costs to cover the 
claims for these programs. 


Other sources of information 


The Public Accounts of Canada 


The Public Accounts of Canada, as required 
under Section 64(1) of the Financial 
Administration Act, are tabled in the fall 

of each year by the President of the 
Treasury Board. This report is presented in 
two volumes: 


e Volume I contains the government’s audited 
financial statements and supporting 
schedules and information; and 


e Volume II contains details of financial 
operations by Ministry (Part I) and 


additional information and analyses (Part II). 


The Budget 


The budget, usually introduced in February, 
presents the government’s overall fiscal plan, 
incorporating revenue projections and spending 
plans which combine to determine the resulting 
budgetary balance. The budget also introduces 
proposals for changes in taxation. 
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The Estimates 


Each year, the government prepares Estimates 
in support of its request to Parliament for 
authority to spend public monies. This request 
is formalized through the tabling of 
appropriation bills in Parliament. The Estimates 
are tabled in the House of Commons by the 
President of the Treasury Board. 


The Debt Management Report 


This annual document provides an overview of 
the federal government’s borrowing operations. 
It outlines the key elements of current federal 
debt strategy and describes various strategic and 
operational aspects of the government’s debt 
program and cash management activities over 
the past fiscal year. 


The Fiscal Monitor 


This monthly newsletter produced by the 
Department of Finance highlights the financial 
results of the government together with the 
reasons underlying major variances. 
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In the February 2000 budget, the Government committed to 

a balanced budget or better for 1999-2000. This was after setting 
aside a $3-billion Contingency Reserve in order to ensure that 
the fiscal target would be realized. It also included an allocation 
of $6.2 billion to key priorities for Canadians including: 

a $2.5-billion cash supplement under the Canada Health and 
Social Transfer for health and higher education; $1.3 billion for 
initiatives to make the economy more innovative, such as 

the $0.9 billion for the Canada Foundation for Innovation; 
$0.8 billion to meet Canada’s international obligations; 

and funding to assist Canadian farmers. 


As a result of a better than expected economic performance, 
budgetary revenues grew much more strongly in the last quarter 
of 1999-2000 than forecast in Budget 2000, while program 
spending was lower. As a result, for fiscal year 1999-2000, there 
was a budgetary surplus of $12.3 billion — $9.3 billion above 
the $3-billion Contingency Reserve. This surplus was applied to 
reducing the net public debt. This marks the third consecutive 
year in which the federal government has reported a budgetary 
surplus — the last time that this happened was in the late 1940s 
and early 1950s. As a result, the stock of net public debt has 
declined by $18.7 billion in just three years. Market debt — the 
debt issued on credit markets — fell even faster than net public 
debt. Over the last three fiscal years, $20.4 billion of market 
debt has been retired. 


Bee Department of Finance Ministére des Finances 
Canada Canada 


This large paydown of net public debt is welcome news. Canada’s debt 
level is high, both by historical Canadian and international standards. 
A high debt burden means that a large portion of the revenue the 
Government collects from taxpayers must go towards debt servicing 
payments rather than to reduce taxes, to fund valued programs and 
services or to pay down the debt. Reducing the debt burden also 
lessens the exposure of the fiscal situation to economic shocks, 
especially an increase in interest rates or prolonged slowdowns in 
economic activity. And a lower debt burden ensures that younger 
Canadians do not pay an unduly large portion of the debt. 


Net public debt as a percentage of the economy is now at 

58.9 per cent, a decline of more than 12 percentage points from 

its peak of 71.2 per cent in 1995-96. On an international basis, 
Canada has made more progress in reducing its debt burden than any 
other G-7 country. Public debt charges now account for about 25 cents 
of each revenue dollar received — back to where it was in 1981-82, 
whereas in 1995-96 it amounted to 36 cents. The Debt Repayment 
Plan, coupled with sustained economic growth, will ensure that both 
the stock of debt and the debt burden continue to decline. 


The better fiscal outcome is not unique to the federal government. 
Most provinces as well as other major industrialized nations are 
reporting much better than expected financial results for the fiscal 
year just ended. 


The Auditor General of Canada, Denis Desautels, has expressed 

a “clean” opinion on these financial statements. As his term expires 
at the end of March 2001, these will be the last financial statements 
on which he will express an audit opinion. Although there have been 
on occasion differences in interpretation between the Auditor General 
and the Government, the dedication and professionalism brought 

to the office by Mr. Desautels are exemplary. Canadians and 

the Government have been extremely well served during his tenure. 

I wish him well in whatever new endeavour he pursues. 


The 1998-99 edition of the Annual Financial Report included 

a user survey. The results regarding the content and organization 
of the report were generally very positive and the majority of 
respondents felt that there was a sufficient amount of information. 
I wish to thank all of those who responded. 


The financial data in this report are based on the audited results, 
which will appear in more detail in the 2000 Public Accounts of 
Canada, scheduled for tabling in the House of Commons this fall. 
They cover the federal government’s spending and revenue 
performance for the past fiscal year (April 1, 1999—March 31, 2000) 
and detail the factors affecting these results. In addition, the 

Fiscal Reference Tables have been updated to incorporate the results 
for 1999-2000 and historical revisions to the National Economic 
and Financial Accounts published by Statistics Canada. These tables 
are an integral part of this report. 


The Honourable Paul Martin, P.C., M.P. 
Minister of Finance 
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¢ Budgetary surplus of $12.3 billion in 1999-2000, following surpluses of $3.5 billion in 1997-98 
and $2.9 billion in 1998-99. The last time the budget was in surplus for three consecutive years 


was 1951-52. 


e By accounting practices used in most other countries, a tras source for the fourth consecutive 


year was reported — the only G-7 country to do so. 


e Net public debt was down $18.7 billion from its peak in 1996-97 to stand at $564.5 billion: The net 
public debt-to-GDP ratio was down to 58.9 per cent from a peak of 71. 2 per cent in 1995-96, 


¢ Market debt — the debt issued on credit markets ~ fell even faster than net public debt. Over the last 
three fiscal years, $20. : billion of market debt has been retired. 


The Budgetary Balance 


At the time of the February 1999 budget, private 
sector economists expected nominal income — 

a proxy for the federal tax base — to advance by 
only 2.7 per cent in 1999. However, this was 
revised up to 5.1 per cent in September 1999 and 
5.4 per cent in the February 2000 budget. 


The much stronger than expected growth in the 
economy resulted in much higher revenues and 
lower employment insurance benefits than 
forecast at the time of the February 1999 budget. 
At the time of the February 2000 budget, an 
underlying budgetary surplus of $9.2 billion was 
expected for 1999-2000. Of that amount, a 


Budgetary Balance ~ 
billions of dollars per cent of GDP 
” ‘ 
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$3-billion Contingency Reserve was maintained 
to ensure that the budgetary target of a balanced 
budget or better would be realized. That left a 
planning surplus after the Contingency Reserve 
of $6.2 billion. This surplus was allocated to 

a number of key priorities: a cash supplement of 
$2.5 billion to the Canada Health and Social 
Transfer was made available to help the 
provinces and territories fund post-secondary 
education and health care; $1.3 billion was 
directed to initiatives to make the economy more 
innovative, including the $0.9-billion transfer to 
the Canada Foundation for Innovation; another 
$0.8 billion was allocated to meet Canada’s 
international obligations; and additional financial 
assistance was provided to Canadian farmers. 


However, data that became available after the 
2000 budget indicated that nominal income 
growth averaged 6.2 per cent for 1999, and this 
strength continued into 2000. As a result, 
budgetary revenues were $5.8 billion higher than 
estimated in the February 2000 budget while 
expenditures were $3.5 billion lower. This, in 
combination with the $3-billion Contingency 
Reserve, resulted in a budgetary surplus for 
1999-2000 of $12.3 billion — all of which has 
been applied to reducing the net public debt. 


In 1993-94, the federal deficit stood at 
$42 billion. The actions taken in the 1994, 
1995 and 1996 budgets, coupled with 
sustained economic growth, resulted in the 
elimination of that deficit in just four years. 
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Table 1 
Financial Highlights 
1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 


nnn  — ———— - owmmOoOmo"' 


($ billions) 
Budgetary transactions 
Revenues 116.0 12333 130.3 140.9 VOS.2 liso 1657 
Program spending -120.0 =118.7 20 -104.8 EARCexs -111.4 Sl eS 
Operating balance -4.0 4.6 18.3 36.1 44.4 44.3 53.9 
Public debt charges -38.0 -42.0 -46.9 -45.0 -40.9 -41.4 -41.6 
Budgetary balance -42.0 -37.5 -28.6 -8.9 3.5 2.9 12.3 
Non-budgetary transactions 12:2 11.6 11.4 10.2 9.3 8.6 2.3 
Net financial requirements/source =29,9 “20.8 a ee 1.3 eth ales: 14.6 
(excludes foreign exchange 
transactions) 
Foreign exchange transactions -2.1 -1.4 -4,7 -/.8 212 -5.7 -6.8 
Total financial requirements/source -32.0 -27.3 -21.9 -6.5 10.6 5.8 T6tG 
Net change in borrowings oA.2 27.0 23.0 Ge) -9.6 -6.9 -4.0 
Net change in cash balances -0.7 -0.2 6.7 0.8 1.0 -1.1 Sid 
Financial position 
Total liabilities -546.4 -584.8 -624.7 -640.7 -638.5 -640.3 -638.7 
Total financial assets 38.2 39.1 50.4 OF .O 58.8 63.5 74.2 
Accumulated deficit =508.2 -545.7 -574.3 -583.2 “O19. -576.8 -564.5 
(net public debt) 
Financial results (% of GDP) 
Budgetary revenues 16.0 16.1 Gal 16.9 17.4 es) 17.3 
Program spending 16.6 1050 13.9 12:6 12.4 12.4 Nien 
Public debt charges OZ 5.5 5.8 5.4 4.7 4.6 4.3 
Budgetary balance -5.8 -4.9 -3.5 etal 0.4 0.3 1.3 
Net public debt 70,1 aA alee 100 66.0 64.0 58.9 


In 1997-98, a budgetary surplus of $3.5 billion 
was recorded, the first surplus in 28 years. This 
was followed by surpluses of $2.9 billion in 
1998-99 and $12.3 billion in 1999-2000. 


This turnaround in the budgetary balance reflects 
the combined effects of lower program spending, 
primarily reflecting the expenditure reduction 
measures introduced since 1993, and higher 
revenues, primarily reflecting the growth in the 
economy. The contributions are best viewed in 
terms of their relationship to gross domestic 
product (GDP). Over the period 1993-94 to 
1999-2000, there was an improvement of 


7.1 percentage points of GDP in the budgetary 
balance — from a deficit of 5.8 per cent of GDP 
in 1993-94 to a surplus of 1.3 per cent of GDP in 
1999-2000. Over two-thirds of this improvement 
is attributable to the decline in program spending 
— from 16.6 per cent of GDP in 1993-94 to 

11.7 per cent of GDP in 1999-2000. Budgetary 
revenues increased by 1.3 percentage points of 
GDP - representing less than 20 per cent of the 
overall improvement in the budgetary balance, 
while public debt charges, as a per cent of GDP, 
declined by 0.9 of a percentage point, accounting 
for about 13 per cent of the improvement in the 
budgetary balance. 


Net Federal Debt 
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Net Public Debt 


The 1999-2000 surplus of $12.3 billion brings 
the federal government’s net public debt — the 
accumulation of annual deficits and surpluses — 
down to $564.5 billion. As a share of GDP, the 
net public debt dropped to 58.9 per cent, down 
12.3 percentage points from the peak of 

71.2 per cent in 1995-96. The decline in the ratio 
in 1999-2000 is the largest since 1951-52. 

This ratio is generally recognized as the most 
appropriate indicator of the debt burden as 

it measures debt relative to the ability of the 
Government and the country’s taxpayers to 
finance it. This is the fourth consecutive year in 
which the debt-to-GDP ratio has declined and this 
is the lowest ratio since 1990-91. The net public 
debt at the end of 1999-2000 was $18,408 for 
each Canadian, down from $18,972 a year earlier. 


Net public debt consists of interest-bearing 

debt and other liabilities, net of financial assets. 
Interest-bearing debt, in turn, consists of 
unmatured, or market debt, and the 
Government’s obligations to internally held 
accounts — primarily the liabilities for the federal 
government employees’ pension plans. 


¢ In 1999-2000, market debt declined by 
$4.0 billion to $456.4 billion. This reflected 
a smaller stock of marketable bonds, offset 
in part by a larger stock of Treasury bills. 
This brings the decline in market debt since 
1996-97 to $20.4 billion. 
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Budgetary Balance and 
Financial Requirements/Source' 
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e Overall, interest-bearing debt was 
$597.9 billion, up $2.9 billion from 1998-99, 
as the decline in market debt was more than 
offset by an increase of $6.9 billion in 
liabilities to public sector pensions and 
other accounts. 


Financial Requirements/Source 


Financial requirements/source measures the 
difference between cash coming in to the 
Government and cash going out. Most 
industrialized countries currently use a measure 
comparable to the financial requirements/source 
as their main budget measure. 


e There was a financial source (excluding 
foreign exchange transactions) of $14.6 billion 
in 1999-2000 — the fourth consecutive year in 
which a financial source has been recorded — 
the only G-7 country to do so. 


During the course of the fiscal year, there was 

a net requirement of $6.8 billion relating to 
foreign exchange transactions, up from a net 
requirement of $5.7 billion in 1998-99. Including 
these amounts, the financial source in total was 
$7.7 billion, up from a source of $5.8 billion 

in 1998-99. 


Fiscal Year 1999-2000 


BUDGETARY REVENUES 


Table 2 on page 10 shows budgetary revenues on 
both a budget, or “net”, basis and on a “gross” 
basis. The net figures reflect the way in which 
revenues and expenditures are presented to 
Parliament and in the Government’s annual 
budget. On a gross basis, the tax expenditures 
netted against revenues are included as part of 
spending, while the items netted against spending 
are included as part of revenues, thereby 
increasing both revenues and spending with 

no impact on the budgetary balance. 


Tax expenditures netted against revenues are: 


e the Canada Child Tax Benefit (CCTB); 


e the quarterly goods and services tax (GST) 
credit; and 


e repayments of Old Age Security benefits. 


Departmental revenues netted against 
spending are: 


¢ revenues of consolidated Crown corporations; 
and 


e revenues levied by departments for specific 
services, such as the costs of policing services 
in provinces. 


On a net basis, revenues grew strongly in 
1999-2000 to $165.7 billion, an increase of 
$10.0 billion, or 6.4 per cent, from the 1998-99 
level. In 1998-99, revenues increased by only 
$2.5 billion. 


The revenue ratio — net budgetary revenues as 

a percentage of GDP - represents an approximate 
measure of the overall “tax burden” in that it 
compares the total of all revenues collected to 
the size of the economy. The revenue ratio stood 
at 17.3 per cent in 1999-2000, unchanged from 
1998-99. However, as some important 
components of income subject to taxation are 
excluded from the Statistics Canada measure 

of GDP, such as capital gains and income from 
trusteed pension plans, this ratio overstates the 
tax burden. Therefore, caution should be 
exercised in interpreting this ratio. 


Composition of Net Revenues for 1999-2000 


Corporate income tax 
14% 


Employment insurance ~ 
premiums 
11% 


Personal income tax 
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Source: Public Accounts of Canada. 


Net personal income tax revenues, the largest 
component of budgetary revenues, were up 
$6.9 billion, or 9.5 per cent, in 1999-2000, 
accounting for more than two-thirds of the 
overall growth in revenues. This is in sharp 
contrast to the increase of only 2.4 per cent 
reported in 1998-99. 


e Of this increase, about $3 billion, or about 
40 per cent, reflected the impact of prior-year 
adjustments. Gross remittances received 
include not only federal personal income 
tax liabilities but also provincial income tax 
liabilities, as set out under the tax collection 
agreements with participating provinces, 
and employee and employer premium 
contributions for employment insurance and 
the Canada Pension Plan. On a monthly basis, 
deductions for these liabilities are based on 
estimates, with adjustments made once either 
preliminary or final data become available 
from the Canada Customs and Revenue 
Agency. In 1998-99, there were large transfers 
from personal income tax revenues, pertaining 
to under-estimations of these deductions 
during the course of the fiscal year. 
The reverse occurred in 1999-2000. 


¢ Most of the remaining increase is attributable 
to the growth in the underlying tax base. 
According to Statistics Canada, wages and 
salaries, the largest component of the tax base, 
increased by 5.1 per cent in 1999, up from an 
increase of 4.7 per cent in 1998. This increase 
reflected both a strong gain in the number of 
people employed, up 2.8 per cent from 1998, 
and increases in average wages and salaries. 
In addition, Statistics Canada’s definition of 
personal income excludes some important 
income components subject to taxation, such 
as capital gains and income from trusteed 
pension plans, which have outpaced the 
growth in personal income in recent years. 


e Dampening the impact of these factors were 
higher refunds pertaining to the 1998 taxation 
year, up $1.9 billion from 1998-99, in part 
reflecting fewer refunds processed in March 
1999, and the impact of tax reduction 
initiatives introduced in the 1998 and 1999 
budgets. General tax relief measures, such 
as an increase in the amount of income that 
Canadians can receive on a tax-free basis, the 
elimination of the general federal surtax and 


increases in the CCTB are estimated to have 


reduced personal income tax revenues by an 
incremental $3.0 billion in 1999-2000. 
revenues as a per cent of GDP 


MUL 
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Revenue Ratio 


Sources: Department of Finance and Statistics Canada. 
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Corporate income tax revenues increased 

$1.6 billion in 1999-2000, or 7.4 per cent, 
reversing the decline of 4.1 per cent in 1998-99. 
After declining 5.6 per cent in 1998, corporate 
profits rebounded strongly in 1999, increasing by 
nearly 24 per cent. However, the application of 
prior-year losses and higher refunds pertaining to 
the lower profits in 1998 restrained the net 
increase 1n corporate income tax revenues in 
1999-2000. Other income tax revenues, which 
closely mirror the performance of corporate 
profits, were up $0.6 billion, or 20.6 per cent. 


Employment insurance premium revenues 
declined $0.9 billion, or 4.4 per cent, in 
1999-2000. 


e The employee premium rate (per $100 of 
insurable earnings) was reduced from $2.70 
for 1998 to $2.55 for 1999 and to $2.40 for 
2000 (with a corresponding decline in the 
employer rate). The net impact of these rate 
reductions was to lower revenues by about 


$1.5 billion in 1999-2000. 


e Net transfers relating to prior-year 
adjustments were lower in 1999-2000 than 
in 1998-99, resulting in an incremental decline 
of about $0.4 billion. 


e Significantly dampening the effect of these 
factors was the strong increase in the number 
of people employed. 

Net excise taxes and duties increased $1.5 billion, 

or 4.7 per cent, up from a gain of only 

1.7 per cent recorded in 1998-99. However, there 

were significant variations among the various 

components. 


e Virtually all of the year-over-year increase 
occurred in net GST revenues, up $2.1 billion, 
or 10.2 per cent. Consumer expenditures on 
durable goods and new homes were up sharply 
shoes ek 


¢ Customs import duties declined 10.8 per cent, 
reflecting the reductions in tariffs, as specified 
under international agreements. 


Fiscal Year 1999-2000 


e Other excise taxes and duties were down 
4.4 per cent, due primarily to the elimination 
of the air transportation tax effective 
November 1, 1998. 


Net non-tax revenues increased $0.3 billion, or 
4.0 per cent, in 1999-2000, primarily reflecting 
gains from the foreign exchange accounts, 
increased recoveries and higher revenues from 
the sale of broadcasting licences. 


Table 2 
Budgetary Revenues 


Gross budgetary revenues in 1999-2000 were 
$12.4 billion higher than net budgetary revenues 
of which: $6.0 billion was for the CCTB, 

$2.9 billion for the quarterly GST tax credit, 
$1.4 billion for revenues of consolidated Crown 
corporations and $2.6 billion for revenues levied 
by departments, which are credited back to the 
programs giving rise to these revenues. The 
increase in the CCTB payments was attributable 
to the increase in benefits announced in the 


1998 budget. 


Net income tax collections 
Personal income tax 
Corporate income tax 
Other 
Total 


Employment insurance premium 
revenues 
Net excise taxes and duties 
Goods and services tax (GST) 
Customs import duties 
Other excise taxes/duties 
Energy taxes 
Other 
Total 
Total 


Net tax revenues 


Net non-tax revenues 
Return on investments 
Other non-tax revenues 
Total 


Net budgetary revenues 


Adjustments 

Canada Child Tax Benefit 

Old Age Security benefit repayment 

Quarterly GST credit 

Revenues netted against 
expenditures 

Revenues of consolidated 
Crown corporations 

Net adjustment 


Gross budgetary revenues 


1998-99 1999-00 Net Change 
($ millions) (%) 
72,488 79,378 6,890 9.5 
21,575 23.170 1,595 7.4 
2,901 3,499 598 20.6 
96,964 106,047 9,083 9.4 
19,363 18,512 -851 -4.4 
20,684 22,790 2,106 10.2 
2,359 2,105 -254 -10.8 
4,716 4,757 A 0.9 
3,640 3,234 -406 e162 
8,356 7,991 -365 -4.4 
31,399 32,886 1,486 47 
147,726 157,445 9,719 6.6 
4,991 5,251 260 5.2 
2,954 3,012 58 2.0 
7,945 8,263 318 4.0 
155,671 165,708 10,037 6.4 
5,715 6,000 285 5.0 
-496 -554 -58 ihe? 
2,850 2,920 70 2.5 
2,305 2,625 320 13.9 
1,498 1,391 Or TA 
11,872 12,382 510 43 
167,543 178,090 10,547 6.3 


ite) 


BUDGETARY EXPENDITURES 


Table 3 on page 15 presents budgetary 
expenditures on both a gross and net basis. 
The differences are identical to those between 
gross and net budgetary revenues. 


Net budgetary expenditures amounted to 

$153.4 billion in 1999-2000, up $0.6 billion, 

or 0.4 per cent, from 1998-99. The “expenditure 
ratio” — net budgetary expenditures as a 
percentage of net budgetary revenues — stood 

at 92.6 per cent in 1999-2000, down from 

98.1 per cent in 1998-99. In 1993-94, the 
expenditure ratio stood at 136.2 per cent. 


Public debt charges increased by $0.3 billion, or 

0.6 per cent, in 1999-2000. They are affected by 
interest rate developments as well as by the stock 
and composition of interest-bearing debt. 


e The average effective interest rate on 
the Government’s interest-bearing debt 
(unmatured debt and pension liabilities) was 
7.4 per cent in 1999-2000, unchanged from 
1998-99. The average effective interest rate 
on unmatured debt was 6.7 per cent, while 
that on pension and other accounts was 
9.6 per cent. Since 1989-90, the average 
effective interest rate on interest-bearing debt 
has declined by 3.5 percentage points, with 
virtually all of this attributable to lower 
average effective interest rates on unmatured 
debt — down 4.5 percentage points. 


Composition of Net Expenditures for 1999-2000 


. 7 _ Transfers to 
_ governments 
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Other transfers 
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Public debt interest 
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Source: Public Accounts of Canada. 
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e The stock of total interest-bearing debt 
increased slightly in 1999-2000, from 
$595.0 billion to $597.9 billion. However, the 
stock of market debt declined by $4.0 billion 
to $456.4 billion, while the liabilities to 
pension and other accounts increased by 
$6.9 billion to $141.5 billion. Since 1993-94, 
the share of market debt has declined 
by about 4 percentage points with a 
corresponding increase in the liabilities for 
pension and other accounts. Within market 
debt, the share of marketable bonds has 
increased by about 20 percentage points, 
while that for Treasury bills and Canada 
Savings Bonds has declined. 


The interest ratio — public debt charges as a 
percentage of net budgetary revenues — declined 
from 26.6 per cent in 1998-99 to 25.1 per cent in 
1999-2000. This ratio means that, in 1999-2000, 
the Government spent about 25 cents of every 
revenue dollar on interest on the public debt. 
This is down from the peak of 36 cents in 
1995-96 and is the lowest ratio since 1981-82. 
This is money that must be paid to meet the 
Government’s obligations on its debt. The lower 
the ratio, the more flexibility the Government has 
to address the key priorities of Canadians. 


Expenditure Ratio. 


expenditures as a per cent of revenues _ 


Source: Public Accounts of Canada. 
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Fiscal Year 1999-2000 


Average Effective Interest Rate 
on Interest-Bearing Debt 
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Source: Public Accounts of Canada. 


Net program spending — net budgetary 
expenditures less public debt charges — increased 
$0.4 billion, or 0.3 per cent, in 1999-2000. 

The program share — net program spending 

as a percentage of net budgetary revenues — 
amounted to 67.4 per cent, down from 

71.6 per cent in 1998-99, In 1993-94, the 
program share was 103.5 per cent. 


Within program spending, major transfer 
payments to persons, consisting of elderly 
benefits and employment insurance benefits, 
increased marginally, up $46 million, or 

Or liper cent: 


e Elderly benefits consist of Old Age Security 
payments, Guaranteed Income Supplement 
payments and spouse’s allowance payments. 
Total benefits were up $629 million in 
1999-2000, reflecting both higher average 
benefits, which are indexed to inflation, and 
an increase in the number of recipients. 


¢ Employment insurance benefits declined 
$583 million, or 4.9 per cent, in 1999-2000. 
Regular benefit payments were $0.7 billion 
lower, reflecting the decline in the number 
of unemployed. In contrast, transfers to 
the provinces under the Labour Market 
Development Agreements and payments under 
special benefits, such as sickness, maternity 
and parental benefits, were slightly higher. 


Interest-Bearing Debt 


billions of dollars 


700 CS Unmatured debt 
Wms Pension and other 


1980-81 1984-85 1988-89 1992-93 1996-97 


Source: Public Accounts of Canada. 


Major transfer payments to other levels of 
government include the Canada Health and 
Social Transfer (CHST), fiscal arrangements 
(Equalization, transfers to the territories, as well 
as a number of small transfer programs) and 
Alternative Payments for Standing Programs. 
Net cash transfers declined by $2.3 billion in 
1999-2000, or 8.9 per cent. However, all of this 
decline was attributable to a lower CHST cash 
supplement in 1999-2000 than in 1998-99 and 
the inclusion of large prior-year Equalization 
entitlements in 1998-99. 


Interest Ratio 


public debt charges as apercentofrevenues _ 
50 


1980-81 1984-85 1988-89 1992-93 1996-97 


Source: Public Accounts of Canada. 
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Program Share _ 


‘program spending as a per cent of revenues 
140 _ 


1980-81 1984-85 1988-89 1992-93 1996-97 


Source: Public Accounts of Canada. 


e The CHST - a block-funded transfer — 
supports health care, post-secondary 
education, social assistance and social services. 
It provides support in the form of cash and tax 
transfers to the provinces and territories. In 
the 1998 budget, the cash floor was increased 
from $11 billion to $12.5 billion. 


e Inthe 1999 budget, the Government 
announced a special payment of $3.5 billion 
to be paid to a third-party trust to be drawn 
by the provinces and territories for health 
care needs over a period of three years. This 
supplement was charged to the 1998-99 fiscal 
year. In the 2000 budget, the Government 
announced another special payment, this time 
of $2.5 billion. This payment was also 
made to a third-party trust to be drawn by the 
provinces and territories for post-secondary 
education and health care over a period 
of four years. This supplement was charged 
to the 1999-2000 fiscal year. 


e Equalization is the largest of the transfers 
under fiscal arrangements. Under the 
Equalization program, the federal government 
transfers funds to the less prosperous 
provinces so that they can provide reasonably 
comparable levels of public services at 
reasonably comparable levels of taxation. 
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In 1998-99, tax data for previous taxation 
years indicated much stronger revenue gains 
in the non-Equalization receiving provinces 
than in the Equalization-receiving provinces, 
thereby resulting in large retroactive 
entitlement adjustments in 1998-99. In the 
absence of these adjustments, payments in 
1999-2000 would have increased roughly in 
line with the growth in nominal income. 


e The Alternative Payments for Standing 
Programs represent recoveries of federal 
tax point abatements under contracting-out 
arrangements. These arrangements allow 
provinces to assume the administrative and 
financial authority for certain federal- 
provincial programs. In turn, the federal 
government provides provinces with tax 
points, the value of which are netted against 
total entitlements, and accordingly recovered 
from cash transfers. These recoveries reflect 
the growth in the value of the tax points. 


Direct program spending — total program 
spending less major transfers to persons and 
other levels of government — consists of subsidies 
and other transfer payments, expenditures related 
to Crown corporations, defence spending, 

and operating and capital expenditures of 
non-defence departments and agencies. Spending 
in this component amounted to $53.8 billion in 
1999-2000, up $2.6 billion, or 5.1 per cent, from 
1998-99. This increase was entirely attributable 
to the impact of the initiatives announced in the 


2000 budget, which totalled $3.4 billion. 
Within direct program spending: 


e Subsidies and other transfer payments declined 
by $0.2 billion, or 1.1 per cent, as the ending 
of the special transitional assistance programs 
to fishers and plant workers affected by the 
East Coast groundfish crisis, lower spending 
on labour market programs, reduced liabilities 
against loans outstanding and the ending of 
transitional assistance to NAV CANADA 
associated with the transfer of air navigational 
services more than offset the impact of new 
initiatives announced in Budget 2000. 
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The latter included: 


— $900 million to the Canada Foundation 
for Innovation (CFI) to award funds to 
help post-secondary educational 
institutions, research hospitals and not-for- 
profit institutions modernize their research 
infrastructure. This brings the 
Government’s total transfer to the CFI 
to $1.9 billion. 


— $160 million to Genome Canada to fund 
the activities of five genome science centres. 


— $100 million to create a revolving fund — 
the Green Municipal Investment Fund — 
to support projects in areas such as energy 
and water savings, urban transit and 
waste diversion. 


— $60 million to fund the Canadian 
Foundation for Climate and Atmospheric 
Sciences. 


— $586 million for income disaster assistance 
to help Canadian farmers. 


Expenditures related to Crown corporations 
were down $0.5 billion, or 15.6 per cent, 
from 1998-99. This component includes 
appropriations to consolidated Crown 
corporations (those Crown corporations that 
rely on government funding as their principal 
source of revenue) and the annual profit and 
losses for enterprise Crown corporations. 
The decline was largely attributable to the 
increase in net profits of enterprise Crown 
corporations. 


Operating and capital expenditures include 
the costs of defence, government 
administration and delivery of specific services 
to the public, such as: 


— health care to Aboriginals and veterans; 


— research undertaken by government 
departments; 


— food inspection; 
— Coast Guard and air and sea rescue; 


— operation of national parks and 
historic sites; 
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— collection of taxes; 


— operation of federal correctional 
institutions and provision of police services; 
and 


— administration of programs. 


Spending in this component increased 
$3.3 billion, or 11.6 per cent, from 1998-99. 
Of this amount: 


e Defence spending increased $1.4 billion, 


primarily attributable to increased funding 
to assist the military in meeting Canada’s 
international commitments in Kosovo. 

In addition, the 1999 budget provided 
funding to address compensation and 
benefit pressures. 


Non-defence departmental operating and 
capital spending increased $1.9 billion. 
About half of this increase was attributable to 
the increased employee benefit costs in large 
part associated with the resumption of 
collective bargaining after six years of 
legislative wage restraint. In addition, during 
the fiscal year, the Treasury Board Secretariat 
conducted a major review of the capacity of a 
number of government departments to deliver 
existing programs. This review resulted in an 
increase in funding of about $500 million in 

a limited number of areas that were considered 


as essential to the health and safety of 
Canadians and to the sustainability of quality 
public services. Most of this incremental 
funding was directed to Citizenship and 
Immigration Canada, the Royal Canadian 
Mounted Police and Fisheries and 

Oceans Canada. 


Consistent with the difference between gross 
and net budgetary revenues, gross budgetary 
expenditures were $12.4 billion higher than net 
budgetary expenditures. The differences are 
described in the section on budgetary revenues. 


Table 3 
Budgetary Expenditures 


Net major transfers to persons 
Elderly benefits 
Employment insurance benefits 
Total 


Major transfers to other levels of government 
Canada Health and Social Transfer (CHST) 
Fiscal arrangements 
Alternative Payments for Standing Programs 
Subtotal 


Special payments: 
CHST cash supplement 
Prior-year adjustments 
CHST 
Fiscal arrangements 
Other 
Total 


Net direct program spending 

Subsidies and other transfers 
Agriculture and Agri-food 
Foreign Affairs and International Trade 
Health Canada 
Human Resources Development 
Indian Affairs and Northern Development 
Industry/regional agencies 
Veterans Affairs 
Other 
Total 


Crown corporations 


Canada Mortgage and Housing Corporation 


Canadian Broadcasting Corporation 
Other 
Total 


Operating and capital expenditures 
Defence 
All other departments 
Total 


Net direct program spending 
Net program spending 
Public debt charges 
Net budgetary expenditures 


Adjustments 
Canada Child Tax Benefit 
Old Age Security benefit repayment 
Quarterly goods and services tax credit 
Revenues netted against expenditures 


Revenues of consolidated Crown corporations 


Net adjustment 


Gross budgetary expenditures 
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1998-99 1999-00 Net Change 
($ millions) (%) 
22181 2a GAG 629 2.8 
11,884 SON -583 -4.9 
34,665 34,7141 46 0.1 
12,500 12,500 0 0.0 
10,398 10,721 S26 3.1 
-2,150 -2,425 -275 12.8 
20,748 20,796 48 0.2 
3,500 2,500 -1,000 -28.6 

28 -109 
eeAY. 
56 

SL PAG 23,243 -2,280 -8.9 
1,194 ifponiks' 324 Pa 
2,005 2, ie 49 ae 
1180 lala -19 -1.6 
2,429 2,008 -421 -17.3 
4,101 4,185 84 20 
By28e 2,971 689 30.2 
Wie 1,402 20 1.8 
4,107 Cras) -931 -22.7 
18/735 13,585 -200 -1.1 
1,865 1,928 63 oa 
912 879 -33 -3.6 
720 146 -574 -79.7 
3,497 2,953 -544 -15.6 
8,781 10,201 1,420 16.2 
20,192 22,120 1,928 9.5 
28,973 Seyeel 3,348 11.6 
Sle Bis 53,809 2,604 Shi 
111,393 111,763 370 0.3 
41,394 41,647 253 0.6 
152,787 153,410 623 0.4 
Sy falo 6,000 285 5.0 
-496 -554 -58 ilar 
2,850 2,920 70 aa 
2.000 21625 320 13.9 
1,498 1,391 -107 -7.1 
Vier 12,302 51.0 4.3 
164,659 165,792 1,133 OZ 
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THE BUDGETARY BALANCE, 


FINANCIAL REQUIREMENTS/SOURCE AND DEBT 


The budgetary balance is the most comprehensive 
measure of the federal government’s fiscal 

results. It is presented on a modified accrual 

basis of accounting, recording government 
liabilities when they are incurred, regardless of 
when the cash payment is made. The budgetary 
balance covers only those activities over which 
the Government has legislative control. 


In contrast, financial requirements/source 
measures the difference between cash coming in 
to the Government and cash going out. It differs 
from the budgetary balance in that it includes 
transactions in loans, investments and advances, 
federal employees’ pension accounts, other 
specified purpose accounts, and changes in other 
financial assets and liabilities. These activities are 
included as part of non-budgetary transactions. 
The conversion from accrual to cash accounting 
is also reflected in non-budgetary transactions. 


Non-budgetary transactions in 1999-2000 
resulted in a net source of funds amounting 
to $2.3 billion, down from a net source of 
$8.6 billion in 1998-99. Among the major 
components: 


e Loans, investments and advances recorded 
a net requirement of $0.3 billion, compared 
to a net source of $0.5 billion in 1998-99. 


e Pensions and other accounts, at $7.0 billion, 
were unchanged from 1998-99. 


e Other transactions recorded a net requirement 
of $4.4 billion, compared to a net source of 
$1.1 billion in 1998-99. 


With a budgetary surplus of $12.3 billion 

and a net source of funds from non-budgetary 
transactions of $2.3 billion, there was a net 
financial source, excluding foreign exchange 
transactions, of $14.6 billion in 1999-2000, up 
from the financial source of $11.5 billion in 
1998-99. This marks the fourth consecutive year 
in which a financial source was recorded. 


Total financial requirements/source includes 
foreign exchange transactions. Foreign exchange 
transactions represent all transactions in 
international reserves held in the Exchange 
Fund Account. The purpose of the Exchange 
Fund Account is to promote order and stability 
of the Canadian dollar in the foreign exchange 
market. It fulfills this function by buying foreign 
exchange (selling Canadian dollars) when there 
is upward pressure on the value of the Canadian 
dollar and selling foreign exchange (buying 
Canadian dollars) when there is downward 
pressure. The buying of Canadian dollars 
represents a source of funds from exchange 
fund transactions, while the selling of Canadian 
dollars represents a requirement. Changes in 
foreign currency liabilities, which are undertaken 
to change the level of Canada’s foreign exchange 
reserves, also impact on foreign exchange 
transactions. During 1999-2000, foreign 
exchange transactions resulted in a net 
requirement of funds amounting to $6.8 billion, 
compared to a net requirement of $5.7 billion 

in 1998-99, 


As a result, there was a total financial source — 
the budgetary surplus plus non-budgetary and 
foreign exchange transactions — of $7.7 billion 
in 1999-2000, compared to a source of 

$5.8 billion in 1998-99, 


With this total financial source, the Government 
retired $4.0 billion of its market debt and 
increased its cash balances by $3.7 billion. 

Cash balances at March 31, 2000, stood at 
$13.0 billion. 


Total liabilities consist of interest-bearing 

debt and other liabilities. Interest-bearing debt 
includes market debt and liabilities for pension 
and other accounts. At March 31, 2000, 
interest-bearing debt amounted to $597.9 billion, 
up slightly from the level a year earlier. Other 
liabilities, which include accounts payable and 
accrued liabilities, amounted to $40.7 billion, 
down $4.6 billion from 1998-99. As a result, 
total liabilities, or gross debt, stood at 

$638.7 billion. 
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Table 4 
Budgetary Balance and Financial Requirements/Source 
1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 
($ billions) 
Budgetary balance -42.0 BOT cD -28.6 -8.9 3.5 2.9 12.3 
Non-budgetary transactions 
Loans, investments and advances 0.6 0:3 VaR ORS: 20 OS -0:3 
Pensions and other accounts 
Public sector pensions (net) 6.2 6.9 6.8 6.3 re 5.0 5.9 
Canada Pension Plan -0.1 Ob OZ 0.1 OD ilps 0.8 
Other 0.2 AG) 0.6 0.5 0.1 0.9 0.2 
Total 6.2 8.7 10 6.9 3.8 7.0 7.0 
Other transactions 5.4 2.6 Wel 3.0 3A les -4.4 
Total ie ale dee 10.2 9.3 8.6 2.3 
Net financial requirements/source -29.9 20.0 a «2 fas an Aine 14.6 
(excluding foreign exchange 
transactions) 
Foreign exchange transactions -2.1 -1.4 -4.7 27.8 ee -5./ -6.8 
Total financial balance -32.0 -21.3 -21.9 -6.5 10.6 5.8 Wei. 
Net change in borrowings Sie 26.0 28:9 13 -9.6 -6.9 -4.0 
Change in cash balances -0.7 -0,2 6.7 0.8 1.0 “141 Sf 
Cash in bank (March 31) aa 1.9 8.6 9.4 10.4 9.3 1320 
Table 5 
Outstanding Debt at Year-End 
1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 
($ billions) 
Interest-bearing debt 
Unmatured debt 414.0 441.0 469.5 476.9 467.3 460.4 456.4 
Pension and other accounts OCR 109.2 116;6 jeri 127.9 134.6 141.5 
Total S145 HOO 586.4 600.6 594.8 595.0 597.9 
Other liabilities eee) 34.6 38.3 40.1 43.7 45.3 40.7 
Total liabilities (gross debt) 546.4 584.8 624.7 640.7 638.5 640.3 638.7 
Financial assets Bore 39.1 50.4 Dilio 58.8 63.5 14.2 
Accumulated deficit (net public debt) 508.2 545.7 ofas 5832 579.7 5/68 564.5 
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Financial assets consist of cash and accounts 
receivable, foreign exchange accounts and loans, 
investments and advances. Capital assets, 
inventories and net receivables for tax revenues 
are not included. Capital assets and inventories 
are fully charged to expenditures at the time of 
acquisition or construction while tax revenues 
are reported on a cash basis. Financial assets 
totalled $74.2 billion at March 31, 2000, up 
$10.7 billion from March 31, 1999, primarily 
attributable to higher cash balances at year-end 
and increased assets in the foreign exchange 
accounts as the Government continued to 
increase foreign exchange reserves to be more in 
line with other comparable countries. 


As a result, the accumulated deficit, or net public 
debt, stood at $564.5 billion at March 31, 2000, 
down $12.3 billion from March 31, 1999, and 
$18.7 billion below the peak of $583.2 billion 

at March 31. 1997. 


Foreign holdings of the Government of Canada’s 
outstanding market debt are estimated at 

$97.3 billion at the end of March 2000. This 
represented 21.3 per cent of the Government’s 
total market debt — the lowest ratio since 
1988-89. 
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THE “SCORECARD” 


This section compares the outcome for selected 
economic indicators for 1999 and the outcome 
for the financial results for 1999-2000 with the 
forecasts presented in the February 2000 budget. 
It also provides a comparison with the 

February 1999 budget forecasts for 1999-2000. 


The Government targeted a balanced budget for 
1999-2000 in both the 1999 and 2000 budgets. 
Under the Debt Repayment Plan, the fiscal target 
for each year is based on: 


e Using the average of private sector economic 
forecasts for budget planning purposes. 


e Including an annual Contingency Reserve 
to cover risks arising from unpredictable 
events and unavoidable inaccuracies in the 
economic and fiscal models used to translate 
the economic assumptions into detailed budget 
forecasts. It is not a source of funding for new 
policy initiatives. If not needed, it is used to 
pay down the public debt. For 1999-2000, 
the Contingency Reserve was set at 


$3 billion; and 


e Adding an extra degree of economic prudence 
to provide further assurance against falling 
back into deficit. In the 1999 budget, this 
prudence was included in the revenue and 
expenditure projections through adjustments 
to the economic assumptions. As a result, its 
fiscal impact was not explicitly identified. 

In the 2000 budget, this extra prudence 
is explicitly shown. 


Economic growth for 1999 was significantly 
stronger than expected at the time of the 1999 
budget. Nominal income growth, based on the 
average of private sector forecasts adjusted for 
prudence, was projected at only 2.6 per cent 
for 1999. With deteriorating global economic 
prospects during 1998, related to the Asian 
financial crisis, most private sector economists 
had become pessimistic about Canada’s growth 
prospects. However, economic conditions 
improved throughout 1999 and by the time of 
the November 2 Economic and Fiscal Update, 
private sector economists had revised their 
growth forecast for 1999 to 5.1 per cent. 
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In the 2000 budget, it was further revised up to 
5.4 per cent. Preliminary estimates from Statistics 
Canada, which were released in late May 2000, 
suggest that nominal income growth in 1999 
averaged 6.2 per cent, more than double the rate 
expected at the time of the 1999 budget. In 
contrast, interest rates were little changed from 
those assumed at the time of the 1999 budget. 


Comparison of 1999-2000 Outcome 
With 2000 Budget Estimates 


In comparison to the 2000 budget projections, 
budgetary revenues were $5.8 billion higher. 
Personal income tax revenues were $2.9 billion 
higher, with about $1 billion related to recoveries 
from the tax collection agreement account. 
Non-tax revenues were $1.1 billion higher while 
excise taxes and duties were $0.9 billion higher. 
Program spending was $3.7 billion lower 

with direct program spending accounting for 
$3.1 billion. The lower than expected level 

of direct program spending was attributable to 
higher net profits from Crown enterprises and 
lower than assumed year-end liabilities. Public 
debt charges were $0.1 billion higher. As the 
balanced budget target for 1999-2000 included 
a Contingency Reserve of $3 billion, the overall 
budgetary surplus was $12.3 billion. 


Non-budgetary transactions were $5.7 billion 
lower than assumed in the 2000 budget. As a 
result, the financial source, excluding foreign 
exchange transactions, was $6.5 billion higher 
than assumed in the 2000 budget. 


Comparison of 1999-2000 Outcome 
With 1999 Budget Estimates 


In comparison to the 1999 budget projections, 
budgetary revenues were $9.0 billion higher, with 
all major components being higher. The largest 
changes were in personal income tax revenues 
(up $4.4 billion) and corporate income tax 
revenues (up $2.3 billion). Adjustments related to 
prior years account for about $1 billion of the 
increase in personal income tax revenues. 
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Table 6 


The “Scorecard”: Comparison of Outcomes 


to 2000 and 1999 Budget Estimates 


Outcome: Difference From 
2000 Budget 1999 Budget 


Economic indicators (1999) 

Nominal GDP (percentage points) 

Interest rates 
91-day Treasury bill rate (basis points) 
10-year government bond rate (basis points) 


Financial results (1999-2000) 
Budgetary revenues 
Personal income tax 
Corporate income tax 
Other income tax 
Employment insurance premium revenues 
Excise taxes and duties 
Non-tax revenues 
Total 


Program spending 

Major transfers to persons 
Elderly benefits 
Employment insurance benefits 

Major transfers to other levels of government 
Canada Health and Social Transfer 
Fiscal arrangements 

Direct program spending 

Total 


Public debt charges 
Contingency Reserve 
Budgetary outcome 
Non-budgetary transactions 


Financial requirements/source 
(excluding foreign exchange transactions) 


0.8 SH! 
- -38 

5 =5 

($ billions) 

2.9 4.4 
0.7 aS 
One 0.6 
0.0 0.2 
0.9 0.6 
ie 0.8 
58 9.0 
0.1 -0.1 
-0.4 -2.1 
0.0 ex) 
-0.3 ORS) 
-3.1 -0.1 
ONC 0.6 
On -0.9 
-3.0 -3.0 
12:3 12.3 
=Onl -2./ 
Gis O5 


Total budgetary expenditures were $0.3 billion 
lower than forecast in the 1999 budget, with 
higher program spending (up $0.6 billion) being 
more than offset by lower public debt charges 
(down $0.9 billion). Within program spending, 
employment insurance benefits were $2.1 billion 
lower, primarily reflecting a lower than expected 
number of unemployed. Transfers to other levels 
of government were $3.0 billion higher, primarily 
reflecting the Budget 2000 $2.5-billion CHST 
cash supplement and higher Equalization 
entitlements. Direct program spending was 
slightly lower, as the impact of the new initiatives 
announced in Budget 2000 totalling $3.4 billion 
(see Annex | of The Budget Plan 2000) was more 


than offset by higher net profits from enterprise 
Crown corporations and lower than expected 
liabilities. 


These developments resulted in a surplus of 
$9.3 billion in 1999-2000. The Contingency 
Reserve of $3 billion was not required, resulting 
in an overall budgetary surplus of $12.3 billion 
in the budgetary outcome. 


Non-budgetary transactions were $2.7 billion 
lower than assumed in the 1999 budget. As 

a result, the financial source, excluding foreign 
exchange transactions, was $9.5 billion higher 
than assumed in the 1999 budget. 
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OPINION OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance: 


The accompanying condensed statements of revenues, expenditures and accumulated deficit, assets and 
liabilities and changes in financial position are derived from the complete financial statements of the 
Government of Canada as at March 31, 2000 and for the year then ended on which I expressed an 
opinion without reservation in my report dated July 24, 2000. The fair summarization of the complete 
financial statements is the responsibility of the Government. My responsibility is to report on the 
condensed financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material respects, 
the related complete financial statements in accordance with the criteria established by The Canadian 
Institute of Chartered Accountants. 


Since these are condensed financial statements, readers are cautioned that these statements may not be 
appropriate for their purposes. For more information on the Government’s financial position, results of 
operations and changes in financial position, reference should be made to the related complete financial 
statements to be included in Volume I of the 2000 Public Accounts of Canada, expected to be tabled in 
the House of Commons later this year. 


L. Denis Desautels, FCA 
Auditor General of Canada 


Ottawa, Canada 
July 24, 2000 
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CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The fundamental purpose of these condensed Public Accounts of Canada, which are expected 
financial statements is to provide an overview of to be tabled in Parliament later this year. As 

the financial affairs and the resources for which these condensed financial statements are, by 

the Government is responsible under authority their nature, summarized, they do not include 
granted by Parliament. Responsibility for the all disclosure required for financial reporting by 
integrity and objectivity of these statements rests governments in Canada. Readers interested in 
with the Government. the disclosure of more detailed data should refer 


to the audited financial statements in the 


These financial statements are extracted and DERE O ACC Une 


condensed from the audited financial statements 
included in Section 1 of Volume I of the 2000 


Table 7 


Government of Canada 
Condensed Statement of Revenues, Expenditures and Accumulated Deficit 
for the Year Ended March 31, 2000 


2000 1999 
($ millions) 
Revenues 
Tax revenues 
Income tax 111,493 102,183 
Excise taxes and duties 35,806 34,249 
Employment insurance premiums ISolZ 19,363 
165,811 ASO, 0 OO 
Non-tax revenues ee) 11,748 - 
Total gross revenues 178,090 167,543 
Amounts deducted to arrive at net revenues 12,382 io 
Total net revenues 165, 708 155,671 
Expenditures 
Transfer payments 
Old Age Security and related payments 22,856 MEP REIS) 
Other levels of government 23,243 2,020 
Employment insurance benefits 1301 11,884 
Other transfer payments 27,455 27,300 
84,855 86,992 
Crown corporation expenditures 4,344 4,995 
Other program expenditures 34,946 7 31,278 
Total gross program expenditures 124,145 123,265 
Amounts deducted to arrive at net program expenditures . 12,382 11,872 
Total net program expenditures 111,763 111,393 
Interest on debt 41,647 £. 41,394 
Total net expenditures 153,410 152,187 
Surplus for the year 12,298 2,884 
Accumulated deficit at beginning of year £976,824 5 579,708 
Accumulated deficit at end of year 564,526 576,824 
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Table 8 
Government of Canada 


Condensed Statement of Assets and Liabilities 


as at March 31, 2000 


2000 1999 
($ millions) 
Liabilities 
Payables, accruals and allowances 
Accounts payable and accruals 28,904 34,300 
Allowances for guarantees and employee benefits 11,844 Dc OdG 
Total 40,748 45,316 
Interest-bearing debt 
Unmatured debt 
Marketable bonds 293,927 Comoe 
Treasury bills 99,850 96,950 
Canada Savings Bonds 26,489 27,662 
Non-marketable bonds and notes 3,552 _ 4,063 
Total payable in Canadian currency 423,818 424,427 
Payable in foreign currencies 32,588 36,000 
Total 456,406 460,427 
Pension and other accounts 
Public sector pensions 128,346 122,407 
Due to Canada Pension Plan 6,217 5,420 
Other 6,963 6,724 
Total 141,526 134,558 
Total interest-bearing debt 597,932 594,985 
Total liabilities 638,680 640,301 
Assets 
Cash and accounts receivable 
Cash 14,04 10,693 
Accounts receivable 4,353 4,580 
Total 18,864 Ho eTaS: 
Foreign exchange accounts 41,494 34,668 
Loans, investments and advances 
Enterprise Crown corporations and other 
government business enterprises 10,562 AT O32 
National governments and international organizations L316 1,900 
Other 4,184 4,341 
Total 22,062 22,948 
Less allowance for valuation 8,266 9,412 
Total 13,796 13,536 
Total assets 74,154 63,477 
Accumulated deficit 564,526 576,824 
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Table 9 
Government of Canada 
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Condensed Statement of Changes in Financial Position 


for the Year Ended March 31, 2000 


Cash provided by operating activities 
Surplus for the year 
Add expenditures not requiring cash 


Net payments from pension and other accounts 
Net change in receivables, payables and accruals 


Cash provided by investing activities 
Net decrease in loans, investments and advances 


Cash provided by foreign exchange activities 
Net increase in foreign currency borrowings 
Net increase in foreign exchange accounts 


Net cash generated before financing activities 


Cash used for financing activities 
Net decrease in Canadian currency borrowings 


Net increase (decrease) in cash 
Cash at beginning of year 


Cash at end of year 


2000 1999 
($ millions) 
12,298 2 884 
8.510 11,016 
90,808 13,900 
(4,010) (3,081) 
(3,272) 181 
13,526 11,000 
1,139 566 
(3,412) 8.817 
(6,826) (5,700) 
(10,238) 3,117 
4,427 14,683 
609 15,681 
SE (998) 
10,693 11,691 
14,511 ‘ . 10,693 


Government of Canada 


Notes to the Condensed Financial Statements 


Significant Accounting Policies 


The Government of Canada reporting entity 
includes all departments, agencies, corporations 
and funds which are owned or controlled by the 
Government and which are accountable to 
Parliament. The financial activities of all these 
entities are consolidated in these statements, 
except for enterprise Crown corporations and 
other government business enterprises, which are 
not dependent on the Government for financing 
their activities. These corporations are reported 
as investments at their original cost adjusted by 
an allowance for valuation to reflect their annual 
profits or losses. The Canada Pension Plan is 
excluded from the reporting entity, as it is under 
the joint control of the Government and 
participating provinces. 


The Government basically accounts for 
transactions on an accrual basis. Two notable 
exceptions are tax revenues and related refunds, 
which are generally accounted for on a cash 
basis; and capital assets, which are fully charged 
to expenditures at the time of acquisition or 
construction. 


As a consequence, the only assets recorded on the 
Condensed Statement of Assets and Liabilities are 
financial assets, as they can provide resources to 
discharge liabilities or finance future operations. 
Assets are recorded at the lower of cost or net 
realizable value. Liabilities are recorded on an 
accrual basis with public sector pension and 
severance liabilities being determined on an 
actuarial basis. Valuation allowances are 
established for loan guarantees, concessionary 
and sovereign loans, and other obligations. 
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Fiscal Year 1999-2000 


Some amounts in these statements are based 

on estimates and assumptions made by the 
Government. By their nature, such estimates are 
subject to measurement uncertainty, although 
all of them are believed to be reasonable. 


Comparative figures for 1999 are reclassified to 
conform to the current year’s presentation. 


Reporting of Revenues and 
Expenditures on a Gross Basis 


Detailed amounts on the Condensed Statement 
of Revenues, Expenditures and Accumulated 
Deficit are presented on a full (gross) disclosure 
basis only. Gross revenues include revenues of 
consolidated Crown corporations and revenues 
of government departments, agencies and funds 
which, on the net basis, are deducted from 
expenditures for budget and parliamentary 
authority purposes. Gross expenditures include 
expenditures determined through the tax system, 
such as child tax benefits and quarterly 

GST credits, that are deducted from revenues 
on the net basis. 


Contractual Commitments 


Contractual commitments that will materially 
affect the level of future expenditures include 
transfer payment agreements; benefit plans for 
veterans and others; capital asset acquisitions 
and other purchases; operating and capital 
leases; and funding of international 
organizations. At March 31, 2000, contractual 
commitments amounted to approximately 

$33 billion ($31 billion in 1999). 
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Contingent Liabilities 


Contingent or potential liabilities that may 
become actual liabilities in future years include 
guarantees by the Government; callable share 
capital in international organizations; claims 
and pending and threatened litigation; and 
environmental contingencies. Contingent 
liabilities related to guarantees by the 
Government and to international organizations 
amount to $67 billion ($62 billion in 1999). The 
total amount claimed against the Government 
for other claims and pending and threatened 
litigation but not assessed is not determinable. 
Of these other claims, over $200 billion relates 
to Aboriginal and comprehensive land claims. 
The Government is confident that the ultimate 
settlement for these contingent liabilities will be 
for amounts significantly lower than those 
being disclosed. 


Insurance in force relating to self-sustaining 
insurance programs operated for the Government 
by three enterprise Crown corporations 
amounted to approximately $555 billion 

($522 billion in 1999). The Government expects 
that it will not incur any costs to cover the 

claims for these programs. 


Other Sources of Information 


The Public Accounts of Canada 


The Public Accounts of Canada, as required 
under Section 64(1) of the Financial 
Administration Act, are tabled in the fall 

of each year by the President of the 
Treasury Board. This report is presented in 
two volumes: 


¢ Volume I contains the Government’s audited 
financial statements and supporting 
schedules and information; and 


¢ Volume II contains details of financial 
operations by ministry (Part I) and additional 
information and analyses (Part II). 


The Budget 


The budget, usually introduced in February, 
presents the Government’s overall fiscal plan, 
incorporating revenue projections and spending 
plans, which combine to determine the resulting 
budgetary balance. The budget also introduces 
proposals for changes in taxation. 


The Fiscal Monitor 


This monthly newsletter produced by the 
Department of Finance highlights the financial 
results of the Government together with the 
reasons underlying major variances. 


Debt Management Strategy 


This report is tabled annually in Parliament. 
It provides information on the federal 
government’s debt management strategy for 
the coming fiscal year. 
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The Debt Management Report 


This annual document provides an accounting 
of the key elements of federal debt strategy 
and describes various strategic and operational 
aspects of the Government’s debt program and 
cash management activities over the past 

fiscal year. 


The Estimates 


Each year, the Government prepares Estimates 
in support of its request to Parliament for 
authority to spend public monies. This request 
is formalized through the tabling of 
appropriation bills in Parliament. The Estimates 
are tabled in the House of Commons by the 
President of the Treasury Board and consists 

of three parts: 


Part I—- The Government Expenditure Plan 
provides an overview of federal spending and 
summarizes the relationship of the key elements 
of the Main Estimates to the Expenditure Plan 
set out in the budget. 


Part I — The Main Estimates directly support 
the Appropriations Act. 


Part Il —- Departmental Expenditure Plans, 
which consist of two components — Reports on 
Plans and Priorities and Departmental 
Performance Reports. 
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Fiscal Year 2000-2001 


A budgetary surplus of $17.1 billion was recorded in 2000-01. 
This marks the fourth consecutive year in which the federal 
government has recorded a surplus — the last time this occurred 
was in the period up to 1951-52. The outcome for 2000-01 was 
significantly higher than what was expected in the February 2000 
budget and October 2000 Economic Statement and Budget 
Update, reflecting substantially stronger economic growth than 
had been anticipated. Nominal income — the applicable tax base 
for revenues — advanced by 8.3 per cent in 2000, following a gain 
of 6.5 per cent in the previous year. With much slower economic 
growth expected in 2001, surpluses will be correspondingly lower. 


As a result of the budgetary surpluses recorded to date, net public 
debt stood at $547.4 billion on March 31, 2001, down 

$35.8 billion from its peak of $583.2 billion in 1996-97. This 
large paydown in net public debt is important for a variety of 
reasons. Canada’s debt level is high, both by historical Canadian 
and international standards. A high debt burden means that a 
large portion of the revenue the Government collects from 
taxpayers must go towards debt-servicing payments rather than to 
reduce taxes, to fund valued programs and services or to pay 
down the debt. Reducing the debt burden also lessens the exposure 
of the fiscal framework to economic shocks, especially an increase 
in interest rates or prolonged slowdowns in economic activity. 


2 ie Department of Finance Ministere des Finances 
Canada Canada 


And a lower debt burden reduces the amount that younger 
Canadians have to pay for servicing debt incurred by the generations 
that preceded them. The reduction in debt has resulted in ongoing 
net interest savings of about $2.5 billion each and every year. This is 
the real fiscal dividend. 


Net public debt as a percentage of the economy is now 

51.8 per cent, a reduction of almost 19 percentage points from 
its peak of 70.7 per cent in 1995-96. On an international basis, 
Canada has made more progress in reducing its debt burden 
than any other G-7 country. 


The financial data in this report are based on the audited results, 
which will appear in more detail in the 2001 Public Accounts 

of Canada, scheduled for tabling in the House of Commons 

this fall. They cover the federal government’s spending and 
revenue performance for the past fiscal year (April 1, 2000 to 
March 31, 2001) and detail the factors affecting these results. 

In addition, the Fiscal Reference Tables have been updated to 
incorporate the results for 2000-01 and historical revisions to 
the National Economic and Financial Accounts published by 
Statistics Canada. These tables are an integral part of this report. 


This is the final year in which the federal government’s financial 
statements will be presented on a modified accrual basis of 
accounting. For 2001-02 the financial statements will be presented 
on a full accrual basis of accounting at year-end. 


The Honourable Paul Martin, P.C., M.P. 
Minister of Finance 
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REPORT HIGHLIGHTS 
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The Budgetary Balance 


Economic growth was exceptionally strong in 
2000, extending the rapid gains made in 1999. 
Nominal income — a proxy for the federal tax 
base — rose by 8.3 per cent, following an increase 
of 6.5 per cent in 1999. As part of planning for 
the February 2000 budget, private sector 
economists had expected nominal income to 
advance by only 5.7 per cent in 2000. This was 
revised up to 8.0 per cent in the October 2000 
Economic Statement and Budget Update. 


In the October 2000 Economic Statement and 
Budget Update, the underlying surplus for 
2000-01 was revised up to $15.2 billion, 
reflecting the impact of the much stronger than 
forecast economic growth on federal revenues. 
This was after accounting for the costs associated 
with the September 2000 Agreements on Health 
Renewal and Early Childhood Development and 
proposed enhancements to the employment 
insurance program. These costs amounted to 
$1.8 billion in 2000-01. 


In the October 2000 Economic Statement and 
Budget Update, the Government added a new 
element to its Debt Repayment Plan. In addition 


to the practice of setting aside $3 billion as a 
Contingency Reserve (which, if not needed, is 
applied to reducing the debt), it indicated that, 
each fall, it would announce whether a greater 
amount should be dedicated to that year’s debt 
paydown. With an underlying surplus of 
$15.2 billion, the Government committed a 
minimum of $10 billion to debt reduction. 


_ Sources: Public Accounts of Canada and Statistics Canada. . 


Fiscal Year 2000-2001 


Table 1 
Financial Highlights 


Budgetary transactions 
Revenues 
Program spending 


Operating balance 

Public debt charges 

Budgetary balance 
Non-budgetary transactions 


Financial requirements/source 
(excludes foreign exchange 
transactions) 


Foreign exchange transactions 


Total financial requirements/ 
source 


Change in borrowings 
Change in cash balances 


Financial position 
Total liabilities 
Total financial assets 


Accumulated deficit 
(net public debt) 


Financial results (% of GDP) 
Budgetary revenues 
Program spending 
Public debt charges 
Budgetary balance 
Net public debt 


1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 
($ billions) 
116.0 123.3 130.3 140.9 153.2 155.7 LG6Ser 178.6 
-120.0 -118.7 -112.0 -104.8 -108.8 -111.4 -111.8 -119.3 
-4.0 4.6 18.3 36.1 44.4 44.3 53.9 59.2 
-38.0 -42.0 -46.9 -45.0 -40.9 -41.4 -41.6 -42.1 
-42.0 -37.5 -28.6 -8.9 3.5 2.9 12.3 17.1 
eve Hee) 11.4 10.2 9.3 8.6 2.3 1.8 
-29.9 -25.8 -17.2 1.3 Wee ako 14.6 19.0 
-2.1 -1.4 -4.7 -7.8 -2.2 -5.7 -6.8 -8.8 
-32.0 -27.3 -21.9 -6.5 10.6 5.8 hale 10y2 
Biles 27.0 ZOD 1a -9.6 -6.9 -4.0 -10.0 
-0.7 -0.2 ons 0.8 1.0 -1.1 3.7 UZ 
-546.4 -584.8 -624.7 -640.7 -638.5 -640.3 -638.7 -632.9 
38.2 39.1 50.4 Dio 58.8 63.5 74.2 85.5 
-508.2 -545.7 -574.3 -583.2 -579.7 -576.8 -564.5 -547.4 
15.9 16.0 16.0 16.8 WS 17.0 17.0 16.9 
16.4 15.4 13.8 Meco 1253 W2i2 aes) mine) 
ore 5.4 38 5.4 4.6 4.5 4.3 4.0 
-5.8 -4.8 -3.5 -1.1 0.4 0.3 las 1.6 
69.7 70.6 TO 69.5 65:5 63.0 57.9 51.8 


The remaining balance of $5.2 billion was 
allocated as follows: $1.3 billion for relief for 
higher heating expenses, $1.4 billion for tax 
reductions effective on January 1, 2001, and 
$500 million for the Canada Foundation for 
Innovation, leaving $1.9 billion unallocated, 


to be used for either further debt reduction, tax 


cuts or increased spending in priority areas. 


In the May 2001 Economic Update the 
Government indicated that the surplus for 


2000-01 would be at least $15 billion, based on 
the financial results available at that time. This 


outcome included the impact of a number of 


initiatives undertaken between the October 2000 
Economic Statement and Budget Update and the 
end of the 2000-01 fiscal year. These initiatives 
totalled $2.1 billion and included incremental 


funding of $750 million for the Canada 


Foundation for Innovation, $500 million for 
agricultural assistance, $140 million for Genome 
Canada and $624 million for defence. 


The final budgetary surplus for 2000-01 was 
$17.1 billion. All of this has been applied to 
reducing the net public debt. This represents an 
improvement of $4.8 billion from the surplus 
recorded in 1999-2000. 
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Over the period 1993-94 to 2000-01, the 
budgetary balance as a percentage of gross 
domestic product (GDP) went from a deficit 

of 5.8 per cent of GDP in 1993-94 ($42 billion) 
to a surplus of 1.6 per cent of GDP in 2000-01 
($17.1 billion). Nearly 70 per cent of this 
improvement is attributable to the decline in 
program spending — from 16.4 per cent of GDP 
in 1993-94 to 11.3 per cent of GDP in 2000-01. 
Of the remaining improvement, public debt 
charges declined by 1.2 percentage points, while 
budgetary revenues increased by 1.0 percentage 
point. Program spending in 2000-01, at 

$119.3 billion, was $0.7 billion lower than its 
level of $120.0 billion in 1993-94. 


Net Public Debt 


The 2000-01 surplus of $17.1 billion brings 
the federal government’s net public debt — the 
accumulation of annual deficits and surpluses — 
down to $547.4 billion from its peak of 
$583.2 billion in 1996-97. As a share of GDP, 
the net public debt dropped to 51.8 per cent, 
down 18.9 percentage points from the peak 
of 70.7 per cent in 1995-96. This ratio is 
generally recognized as the most appropriate 
indicator of the debt burden as it measures 
debt relative to the ability of the Government 
and the country’s taxpayers to finance it. 


This is the fifth consecutive year in which the 
debt-to-GDP ratio has declined and this is the 
lowest the ratio has been since 1985-86. 


Net public debt consists of interest-bearing debt 
and other liabilities, net of financial assets. 
Interest-bearing debt, in turn, consists of 
unmatured, or market, debt and the Government’s 
obligations to internally held accounts — primarily 
the liabilities for the federal government 
employees’ pension plans. In 2000-01 market debt 
declined by $10.0 billion to $446.4 billion, 
primarily reflecting lower holdings of Treasury 
bills. This brings the decline in market debt since 
1996-97 to $30.4 billion. Total interest-bearing 
debt was $589.2 billion, down $8.7 billion from 
1999-2000, as the decline in market debt was 
dampened by an increase of $1.3 billion 

in liabilities to public sector pensions and 

other accounts. 
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Financial Requirements/Source 


Financial requirements/source measures the 
difference between cash coming in to the 
Government and cash going out. Most industrial- 
ized countries use a measure comparable to the 
financial requirements/source as their main 
measure of the budgetary balance. There was a 
financial source (excluding foreign exchange 
transactions) of $19.0 billion in 2000-01 — the 
fifth consecutive year Canada has recorded a 
financial source — the only G-7 country to do so. 


During the course of the fiscal year, there was a 
net requirement of $8.8 billion relating to foreign 
exchange transactions, up from a net requirement 
of $6.8 billion in 1999-2000. Including this 
amount, the financial source in total was 

$10.2 billion, up from a source of $7.7 billion 

in 1999-2000. 


BUDGETARY REVENUES 


Table 2 on page 11 shows budgetary revenues on 
both a budget, or “net,” basis and “gross” basis. 
The net figures reflect the way in which revenues 
and expenditures are presented to Parliament and 
in the Government’s annual budget. On a gross 
basis, the tax expenditures netted against 
revenues are included as part of spending while 
the items netted against spending are included 

as part of revenues, thereby increasing both 
revenues and spending with no impact on the 
budgetary balance. 


Tax expenditures netted against revenues are: 
e the Canada Child Tax Benefit; 


e the quarterly goods and services tax (GST) 
credit; and 


¢ repayments of Old Age Security benefits. 
Departmental revenues netted against spending 
pic: 


e revenues of consolidated Crown corporations; 
and 


¢ revenues levied by departments for specific 
services, such as the costs of policing services 
in provinces. 


Source: Public Accounts of Canada 
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The revenue ratio — net budgetary revenues as a 
percentage of GDP - represents an approximate 
measure of the overall “tax burden” in that it 
compares the total of all revenues collected to the 
size of the economy. The revenue ratio stood at 
16.9 per cent in 2000-01, down slightly from 
1999-2000. It should be noted that as some 
important components of income subject to 
taxation are excluded from the Statistics Canada 
measure of GDP, such as capital gains and 
income from trusteed pension plans, this ratio 
overstates the tax burden. In addition, the sharp 
rise in capital gains and the growth in income 
from trusteed pension plans due to the aging of 
the population distort year-to-year changes in the 
ratio. Therefore, caution should be exercised in 
interpreting this ratio. 


On a net basis revenues grew strongly in 2000-01 
to $178.6 billion, an increase of $12.9 billion, 

or 7.8 per cent, from 1999-2000. Corporate 
income taxes accounted for about 40 per cent 

of this increase. 


Personal income tax revenues, the largest 
component of budgetary revenues, were up 
$2.9 billion, or 3.7 per cent, in 2000-01, 
primarily reflecting the growth in the economy. 


Fiscal Year 2000-2001 


This increase was substantially below the increase 
of $6.9 billion recorded in the previous fiscal 
year and the increase of 6.1 per cent in personal 
income — the proxy tax base for personal income 
tax revenues — recorded in 2000. 


¢ However, about $3 billion of the increase 
reported in 1999-2000 was due to the impact 
of prior-year adjustments. Gross remittances 
received include not only federal personal 
income tax liabilities but also provincial 
income tax liabilities, as set out under the 
tax collection agreements with participating 
provinces, and employee and employer 
premium contributions for employment 
insurance and the Canada Pension Plan. 
On a monthly basis, estimates are made, with 
adjustments once either preliminary or final 
data become available from the Canada 
Customs and Revenue Agency. In 1999-2000 
there were large transfers to personal income 
tax revenues, pertaining to over-estimations of 
these liabilities for previous fiscal years. 
There were no significant prior-year 
adjustments affecting the 2000-01 results. 


e Another factor dampening the growth in 
personal income tax revenues in 2000-01 
was an increase of $0.8 billion in the Canada 
Child Tax Benefit, reflecting enrichments 
announced in previous budgets. 


e Adjusting for the impact of these factors, the 
underlying increase in personal income tax 
revenues was 5.3 per cent, slightly below 
the estimated increase in personal income. 
Normally, the growth in personal income tax 
revenues would somewhat exceed the increase 
in personal income. However, tax reductions 
announced in the February 2000 budget and 
October 2000 Economic Statement and 
Budget Update, as part of the Government’s 
Five-Year Tax Reduction Plan, served to 
reduce the overall increase in personal income 
tax revenues. These measures included 
reductions in the tax rates, increases in income 
thresholds, full restoration of indexation and 
elimination of the 5-per-cent surtax. 


Corporate income tax revenues increased 

$5.0 billion in 2000-01, or 21.8 per cent. This 
reflected the continued strong increase in 
corporate profits, up about 22 per cent in 2000. 
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Other income tax revenues, which closely 
mirror corporate profits, were up $0.8 billion, 
or 2 3.2.per.cent. 


Employment insurance premium revenues 
increased by $0.2 billion, or 1.2 per cent, in 
2000-01. This reflected the effect of the strong 
increase in the number of people employed, 
largely offset by the reductions in premium rates. 
The employee premium rate (per $100 of 
insurable earnings) was reduced from $2.55 

for 1999 to $2.40 for 2000 and to $2.25 for 
2001 (with a corresponding decline in the 
employer rate). 


Net excise taxes and duties increased $3.2 billion, 
or 9.8 per cent. However, there were significant 
variations among the various components. 


¢ GST revenues were up $2.2 billion, or 
9.7 per cent, virtually identical to the increase 
reported in the previous fiscal year. Consumer 
expenditures continued to grow strongly 
in 2000. 


¢ Customs import duties increased $0.7 billion, 
or 33.3 per cent, following two years of 
decline. This increase reflected the strong 
advance in imports while the declines in each 
of the previous two years were primarily due 
to the reductions in tariffs, as specified under 
international agreements. 


e Other excise taxes and duties were up 
4.1 per cent. 


Net non-tax revenues increased $0.7 billion, or 
7.9 per cent, in 2000-01, primarily reflecting 
gains from the foreign exchange accounts, Bank 
of Canada profits and interest on bank balances. 


Gross budgetary revenues in 2000-01 were 

$13.8 billion higher than net budgetary revenues, 
an increase of $1.5 billion from 1999-2000. 

This primarily reflected higher Canada Child Tax 
Benefit payments, attributable to the increase in 
benefits announced in recent budgets. 
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Table 2 
Budgetary Revenues 
1999-00 2000-01 Net Change 
($ millions) (%) 
Net income tax collections 
Personal income tax 79,378 82,305 2,927 Gif 
Corporate income tax 23,170 28,212 5,042 2AL8 
Other 3,499 4,312 813 22 
Total 106,047 114,829 8,782 8.3 
Employment insurance premium 
revenues 1BjoN2 AO; fol 219 Wz 
Net excise taxes and duties 
Goods and services tax (GST) 22,790 24,990 2,200 9.7 
Customs import duties 2,105 2,807 702 33.3 
Other excise taxes/duties 
Energy taxes 4,757 4,805 48 1.0 
Other 3,234 3,514 280 8.7 
Total 7,991 8,319 328 4.1 
Total 32,886 36,116 3,200 9.8 
Net tax revenues 157,445 169,676 1223) 7.8 
Net non-tax revenues 
Return on investments Seco 6,144 893 17.0 
Other non-tax revenues o.042 2,770 -242 -8.0 
Total 8,263 8,914 651 7.9 
Net budgetary revenues 165,708 178,590 12,882 7.8 
Adjustments 
Canada Child Tax Benefit 6,000 6,811 811 ike ee 
Old Age Security benefit repayment -554 -588 -34 6.2 
Quarterly GST credit 2,847 2,901 54 1.9 
Revenues netted against 
expenditures 2,625 2,874 249 9.5 
Revenues of consolidated 
Crown corporations 1,391 1,762 371 ZO 
Net adjustment 12,309 13,760 1,451 nas: 


Gross budgetary revenues 178,017 192,350 14,333 8.1 


II 
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BUDGETARY EXPENDITURES 


Table 3 on page 16 presents budgetary 
expenditures on both a gross and net basis. The 
differences are identical to those between gross 
and net budgetary revenues. 


Net budgetary expenditures amounted to 
$161.4 billion in 2000-01, up $8.0 billion, or 
5.2 per cent, from 1999-2000. The expenditure 
ratio — net budgetary expenditures as a 
percentage of net budgetary revenues — stood 
at 90.4 per cent in 2000-01, down from 

92.6 per cent in 1999-2000. In 1993-94 the 
expenditure ratio stood at 136.2 per cent. 


The largest component of budgetary expenditures 
is public debt charges, representing 26 per cent 
of total expenditures. Public debt charges 
increased by $0.4 billion, or 1.1 per cent, in 
2000-01. They are affected by interest rate 
changes as well as by the stock and composition 
of interest-bearing debt. 


e The average effective interest rate on the 
Government’s interest-bearing debt 
(unmatured debt and pension liabilities) 
was 7.6 per cent in 2000-01, compared to 
7.4 per cent in 1999-2000. The average 
effective interest rate on unmatured debt was 
6.9 per cent while that on pension and other 
accounts was 9.7 per cent. 


Expenditure Ratio 


expenditures as a per cent ofr revenues 
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Source: Public Accounts of Canada. 


e The stock of total interest-bearing debt 
declined by $8.7 billion in 2000-01, from 
$597.9 billion to $589.2 billion, as the 
stock of market debt declined by $10.0 billion 
to $446.4 billion, while liabilities to pension 
and other accounts increased by $1.3 billion 
to $142.8 billion. Since 1993-94 the share 
of market debt has declined by over 
4.5 percentage points with a corresponding 
increase in the liabilities for pension and other 
accounts. Within market debt, the share of 
marketable bonds has increased by over 
20 percentage points, while that for Treasury 
bills and Canada Savings Bonds has declined. 


The interest ratio — public debt charges as a 
percentage of net budgetary revenues — declined 
from 25.1 per cent in 1999-2000 to 23.6 per cent 
in 2000-01. This ratio means that, in 2000-01, 
the Government spent about 24 cents of every 
revenue dollar on interest on the public debt. 
This is down from the peak of 36 cents in 
1995-96 and is the lowest this ratio has been 
since 1981-82. This is money that must be paid 
to meet the Government’s obligations on its debt. 
The lower the ratio, the more flexibility the 
Government has to address the key priorities 

of Canadians. 


Composition of of Net Expen atu 1S 
a ues : 


- “Transfers to 


| Public debt interest 


Operating | Ce jjf~j 
_ and capital — 


corporations 
oe 


_ Source: Public Accounts of Canada. — 
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It is worth noting that public debt charges are 
presented on a gross basis. Yet some of the 
borrowings undertaken by the Government give 
rise to a corresponding asset — for example, 
borrowings undertaken for the Exchange Fund 
Account. These assets earn interest, which are 
reported as “return on investments” as part of 
budgetary revenues. Netting these returns would 
lower public debt charges by $6.1 billion in 
2000-01. On this basis, “net” public debt charges 
would have declined by $0.4 billion between 
1999-2000 and 2000-01. 


Net program spending — net budgetary 
expenditures less public debt charges — 
amounted to $119.3 billion in 2000-01, an 
increase of $7.6 billion, or 6.8 per cent, from 
1999-2000. The program share — net program 
spending as a percentage of net budgetary 
revenues — amounted to 66.8 per cent, down 
slightly from 1999-2000. In 1993-94 the 
program share was 103.5 per cent. 


Within program spending, major transfer 
payments to persons increased by $2.4 billion, 
or 7.1 per cent, primarily reflecting the one-time 
relief payment for heating expenses and higher 
elderly benefit payments. 


e Elderly benefits consist of Old Age Security 
payments, Guaranteed Income Supplement 
payments and spouse’s allowance payments. 
Total benefits were up $0.8 billion in 
2000-01, reflecting both higher average 


benefits, which are indexed to inflation, and 
an increase in the number of recipients. 


e Employment insurance benefits increased 
$0.1 billion in 2000-01. Regular benefit 
payments were slightly lower, reflecting the 
decline in the number of unemployed. 

In contrast, transfers to the provinces under 
the Labour Market Development Agreements 
and special benefits, such as sickness, 
maternity and parental benefits, were higher. 
In September 2000 the Government 
announced changes to employment insurance 
benefits. These changes received Royal Assent 
in June 2001, retroactive to October 2000. 
Liabilities associated with these changes 

also pushed up overall employment 
insurance benefits. 


e In the October 2000 Economic Statement and 
Budget Update, the Government proposed 
one-time relief for heating expenses for low- 
and modest-income Canadians. This benefit, 
which was paid in January 2001, amounted 
to $1.5 billion. 


Major transfer payments to other levels of 
government include the Canada Health and 
Social Transfer (CHST), fiscal arrangements 
(equalization, transfers to the territories, as well 
as a number of small transfer programs) and 
Alternative Payments for Standing Programs. 
Net cash transfers increased by $1.5 billion in 
2000-01, or 6.4 per cent. 


13 


Fiscal Year 2000-2001 


¢ Total entitlements under fiscal arrangements 
increased by $2.0 billion, or 18.3 per cent, 
with equalization accounting for most of the 
increase. Under the equalization program, the 
federal government transfers funds to the less 
prosperous provinces so that they can provide 
their residents with public services comparable 
to those in other provinces without having to 
resort to higher than average taxation. 
Equalization legislation is renewed every five 
years. The current legislation, which covers the 
period 1999-2000 to 2003-04, capped total 
entitlements in 1999-2000 at $10 billion, with 
an annual escalator tied to the growth in 
nominal GDP. In September 2000 the federal 
government indicated that the cap for 
1999-2000 only would be lifted, resulting in 
an incremental entitlement for that year of 
about $0.8 billion. Legislation authorizing this 


Program Share : 
"program spending as a per cent of revenues _ 


e The CHST - a block-funded transfer — payment received Royal Assent in June 2001. 
supports health care, post-secondary Under the Government’s accounting rules, 
education, social assistance and social services, this amount was charged to 2000-01. 


including early childhood development. It 


provides support in the form of cash and tax 
transfers to the provinces and territories. In Programs represent recoveries of federal tax 


the 1999 budget the cash floor was increased point abatements under contracting-out 
from $1205 billion toc 1999. 000 t0 arrangements. These arrangements allow 


Gia s pilionten200cnte senate the provinces to assume the administrative and 
financial authority for certain federal- 


provincial programs. In turn, the federal 
government provides provinces with tax 


¢ The Alternative Payments for Standing 


September 2000 Agreements on Health 
Renewal and Early Childhood Development, 


the federal government has legislated 


$21.1 billion of additional cash to be provided points, the value of which wes netted against 
underthe CHS Gver te next fie years in total entitlements and accordingly recovered 


the ooo andevgoibudectstie Gove ramen from cash transfers. These recoveries reflect 
announced special payments of $3.5 billion ENON UNDO UNTS VCHIONES SENS Jpcalates 

and $2.5 billion, respectively, to be paid to a Direct program spending — total program 
third-party trust to be drawn by the provinces spending less major transfers to persons and 

and territories for health care needs over other levels of government — consists of subsidies 
a period of three to four years. These and other transfer payments, expenditures related 
supplements were charged to the 1998-99 to Crown corporations, defence spending, and 
and 1999-2000 fiscal years, respectively. operating and capital expenditures of non- 


e As part of the September 2000 Agreements on defence eparenenite ang geen Tis spending 
Health Renewal and Early Childhood amount LON Vins Si Cosuline (NUT, ie 
Development, the federal government $3.7 billion, or 6.8 per cent, from 1999-2000. 
provided $1 billion to a third-party trust, 
which the provinces and territories can use to 
acquire new medical equipment over a period 
of two years. 
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Within direct program spending: 


¢ Subsidies and other transfer payments 
increased by $1.7 billion, or 8.6 per cent, 
primarily reflecting the impact of new 
initiatives, including: 


— $500 million to the Canada Health Infoway 
Inc. to accelerate the development and 
adoption of modern systems of information 
technology to provide better health care. 
This investment was part of the September 
2000 Agreements on Health Renewal and 
Early Childhood Development; and 


— $1.25 billion to the Canada Foundation for 
Innovation to award funds to help post- 
secondary educational institutions, research 
hospitals and not-for-profit institutions 
modernize their research infrastructure and 
assist in associated operating and 
maintenance costs. In 1999-2000 the 
Government provided an additional $900 
million. The Government’s total transfer to 
the Canada Foundation for Innovation to 
date is $3.15 billion. 


e Expenditures related to Crown corporations 
were down slightly. This component includes 
appropriations to consolidated Crown 
corporations (those Crown corporations that 
rely on government funding as their principal 
source of revenue) and the annual profit and 
losses for enterprise Crown corporations. 


¢ Operating and capital expenditures include the 
costs of defence, government administration 
and delivery of specific services to the public, 
such as: 


— health care to Aboriginals and veterans; 


— research undertaken by government 
departments; 


— food inspection; 
— Coast Guard and air and sea rescue; 


— operation of national parks and historic 
sites; 


— collection of taxes; 
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— operation of federal correctional institutions 
and provision of police services; and 


— administration of programs. 


e This spending increased by $2.0 billion, or 
6.5 per cent, in 2000-01. Of this amount: 


— Defence spending declined $0.5 billion, 
primarily attributable to one-time funding 
provided in 1999-2000 to assist the military 
in meeting Canada’s international 
commitments. 


— Non-defence departmental operating and 
capital spending increased $2.5 billion. Most 
of this increase was attributable to the costs 
associated with the resumption of collective 
bargaining after a number of years of wage 
freezes and incremental funding of about 
$0.7 billion for operating and capital 
maintenance. During 1999-2000 the 
Treasury Board Secretariat conducted a 
major review of the capacity of a number 
of government departments to deliver 
existing programs. This review resulted in 
increases in funding in a limited number 
of areas that are regarded as essential to 
the health and safety of Canadians or critical 
to sustainability of high-quality public 
services. Most of this funding was directed 
to Health Canada, the Royal Canadian 
Mounted Police, Fisheries and Oceans 
Canada and the Department of Justice 
Canada, and to the upgrading and 
maintenance of federal buildings. 


Consistent with the difference between gross and 
net budgetary revenues, gross budgetary 
expenditures were $13.8 billion higher than net 
budgetary expenditures. The differences are 
described in the section on budgetary revenues. 
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Table 3 
Budgetary Expenditures 


Net major transfers to persons 


Elderly benefits 

Employment insurance benefits 
Heating expense relief 

Total 


Major transfers to other levels of government 


Canada Health and Social Transfer 
General cash entitlement 
Cash supplement 
Prior-year adjustments 
Medical Equipment Fund 
Fiscal arrangements 
Alternative Payments for Standing Programs 
Total 


Net direct program spending 


Subsidies and other transfers 
Agriculture and Agri-food 
Foreign Affairs and International Trade 
Health Canada 
Human Resources Development 
Indian Affairs and Northern Development 
Industry/regional agencies 
Veterans Affairs 
Canada Foundation for Innovation 
Canada Health Infoway Inc. 
Other 
Total 


Crown corporations 
Canada Mortgage and Housing Corporation 
Canadian Broadcasting Corporation 
Other 
Total 


Operating and capital expenditures 
Defence 
All other departments 
Total 


Net direct program spending 


Net program spending 


Public debt charges 


Net budgetary expenditures 


Adjustments 


Canada Child Tax Benefit 

Old Age Security benefit repayment 

Quarterly goods and services tax credit 
Revenues netted against expenditures 
Revenues of consolidated Crown corporations 


Net adjustment 


Gross budgetary expenditures 


1999-00 2000-01 Net Change 
($ millions) (%) 
23,410 24,256 846 3.6 
11,301 11,444 143 1.3 
1,459 1,459 
34,711 Sloe 2,448 vel 
12,500 1333500 1,000 8.0 
2,500 -2,500 
-53 53 
1,000 1,000 
10,721 12,684 1,963 18.3 
-2,425 -2,460 -35 1.4 
23,243 24,724 1,481 6.4 
1,018 1,822 304 20.0 
2,114 2,358 244 as 
VWelGa 13302 141 haa 
2,008 1,995 -13 -0.6 
4,185 4,448 263 6.3 
2.071 2,079 8 0.4 
1,402 1,463 61 4.4 
900 1,250 350 38.9 
500 500 
4,011 3,827 -184 -4.6 
19,370 21,044 1,674 8.6 
1,928 1,906 -23 -1.2 
879 902 23 20 
146 96 -51 -34.6 
2,953 2,903 -50 -1.7 
10,201 9,696 -505 -5.0 
21,285 23,822 2,007 11.9 
31,486 33,518 2,032 6.5 
53,809 57,465 3,656 6.8 
111,763 119,348 7,585 6.8 
41,647 42,094 447 fel 
153,410 161,442 8,032 Sa 
6,000 6,814 811 13.5 
-554 -588 -34 6.2 
2,847 2,901 54 1.9 
Z2j625 2,874 249 9.5 
1,391 Oe ca 26.7 
12,309 13,760 1,454 11.8 
165,719 175,202 9,483 S.7 


Note: Component totals for 1999-2000 differ from those in the Public Accounts due to reclassification. 
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FINANCIAL REQUIREMENTS/SOURCE AND DEBT 


The budgetary balance is the most comprehensive 
measure of the federal government’s fiscal results. 
It is presented on a modified accrual basis of 
accounting, largely recording government 
liabilities when they are incurred, regardless of 
when the cash payment is made, and recording tax 
revenues only when cash is received. The 
budgetary balance covers only those activities over 
which the Government has legislative control. 


In contrast, financial requirements/source 
measures the difference between cash coming in 
to the Government and cash going out. It differs 
from the budgetary balance in that it includes 
transactions in loans, investments and advances, 
federal employees’ pension accounts, other 
specified purpose accounts, and changes in other 
financial assets and liabilities. These activities are 
included as part of non-budgetary transactions. 
The conversion from modified accrual to 

cash accounting is also reflected in non- 
budgetary transactions. 


Non-budgetary transactions in 2000-01 
resulted in a net source of funds amounting to 
$1.8 billion, compared to a net source of 

$2.3 billion in 1999-2000. Among the 


major components: 


¢ Loans, investments and advances recorded a 
net requirement of $1.7 billion, primarily due 
to the federal government reassuming 
administration of and borrowings for the 
Canada Student Loans program from the 
major banks. 


e Pensions and other accounts recorded a net 
source of funds of $1.3 billion, compared to 
$7.0 billion in 1999-2000. The lower source 
primarily reflects the reforms of the federal 
government employees’ pension plans, 
effective April 1, 2001. Employer and 
employee contributions to the plans are now 
invested in financial markets, rather than 
being included as part of non-budgetary 
transactions. This reduces the non-budgetary 
source of funds by about $3 billion per year. 
In addition, a number of Crown corporations, 


which were members of the public sector 
pension plans, have set up their own pension 
plans, thereby resulting in the transfer of the 
applicable assets to these new plans. 


e Other transactions recorded a net source of 
$2.2 billion, compared to a net requirement 
of $4.4 billion in 1999-2000. 


With a budgetary surplus of $17.1 billion and 

a net source of funds from non-budgetary 
transactions of $1.8 billion, there was a financial 
source, excluding foreign exchange transactions, 
of $19.0 billion in 2000-01, up from the financial 
source of $14.6 billion in 1999-2000. This marks 
the fifth consecutive year in which a financial 
source has been recorded. 


Financial requirements/source includes foreign 
exchange transactions. Foreign exchange 
transactions represent all transactions in 
international reserves held in the Exchange Fund 
Account. The purpose of the Exchange Fund 
Account is to promote order and stability in the 
foreign exchange market. The buying of 
Canadian dollars represents a source of funds 
from exchange fund transactions, while the 
selling of Canadian dollars represents a 
requirement. Changes in foreign currency 
liabilities, which are undertaken to change the 
level of Canada’s foreign exchange reserves, also 
impact on foreign exchange transactions. Taking 
all of these factors into account, there was a 
requirement of $8.8 billion in 2000-01, 
compared to a requirement of $6.8 billion in 
1999-2000. 


As a result, there was a net financial source — 

the budgetary surplus plus non-budgetary and 
foreign exchange transactions — of $10.2 billion 
in 2000-01, compared to a net financial source of 
$7.7 billion in 1999-2000. 


With this net financial source, the Government 
retired $10.0 billion of its market debt and 
increased its cash balances by $0.2 billion. 
Cash balances at March 31, 2001, stood at 
$13.2 billion. 
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Total liabilities consist of interest-bearing debt 
and other liabilities. Interest-bearing debt 
includes market debt and liabilities for pension 
and other accounts. At March 31, 2001, interest- 
bearing debt amounted to $589.2 billion, down 
$8.7 billion from the level a year earlier. Other 
liabilities, which include accounts payable and 
accrued liabilities, amounted to $43.6 billion, up 
$2.9 billion from 1999-2000. As a result, total 
liabilities, or gross debt, stood at $632.9 billion. 


Financial assets consist of cash and accounts 
receivable, foreign exchange accounts and loans, 
investments and advances. Capital assets, 
inventories and net receivables for tax revenues 
are not currently included, but will be when the 
Government moves to full accrual accounting 

at the end of 2001-02. Capital assets and 
inventories are fully charged to expenditures at 
the time of acquisition or construction while tax 
revenues are reported on a cash basis. Financial 
assets totalled $85.5 billion at March 31, 2001, 


feet | 


billions of dollars _ 


2 — ‘Unmatured debt _ 
S — Pension and other 


50000 — 


_ Source: Publio Accounts of Canada. 
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up $11.3 billion from March 31, 2000, primarily 
attributable to increased assets in the foreign 
exchange accounts, as the government continued 
to increase foreign exchange reserves to be more 
in line with other comparable countries. The 
assets in the foreign exchange reserve earn 
interest, which is reported as part of budgetary 
revenues. In 2000-01 gross revenue was 

$2.3 billion, up $0.4 billion from 1999-2000. 


As a result, the accumulated deficit, or net public 
debt, stood at $547.4 billion at March 31, 2001, 
down $17.1 billion from March 31, 2000, and 
$35.8 billion below the peak of $583.2 billion at 
March 311997, 


Foreign holdings of the Government of Canada’s 
outstanding market debt are estimated at 

$97.3 billion at the end of March 2001. This 
represents 20.8 per cent of the Government’s 

total market debt — the lowest ratio since 1987-88. 


| Foreign Holdings of 
_ Government of Canad 


: 500 total sasending 
_ (left sca : 


Source: Bank Kot Canada. _. 
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Table 4 
Budgetary Balance and Financial Requirements/Source 


1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 


($ billions) 
Budgetary balance -42.0 -37.5 -28.6 -8.9 3) 2.9 12.3 Wife 
Non-budgetary transactions 
Loans, investments 
and advances 0.6 0.3 Zl, 0.3 2.0 Oro -0.3 -1.7 
Pensions and other accounts 
Public sector pensions (net) 6.2 6.9 6.8 6.3 So ‘ey 8) 5.9 0.8 
Canada Pension Plan -0.1 0.7 0.2 0.1 0.5 1.2 0.8 OZ 
Other 0:2 1.0 0.6 0.5 Ol 0.9 0.2 0.3 
Total 6.2 8.7 7.6 6.9 3.8 TH0 7.0 3 
Other transactions 5.4 2.6 al 3.0 3.4 fat -4,.4 22 
Total eee 11.6 11.4 1OQ\2 9.3 8.6 2.3 1.8 
Financial requirements/source 
(excluding foreign exchange 
transactions) -29.9 -25.8 -17.2 ia) 12h 11 14.6 19.0 
Foreign exchange transactions -2.1 -1.4 -4.7 -7.8 -2.2 -5./ -6.8 -8.8 
Financial balance -32.0 -27.3 -21.9 -6.5 10.6 5.8 a 10.2 
Change in borrowings Olez 27.0 2.0 “3 -9.6 -6.9 -4.0 -10.0 
Change in cash balances -0.7 -0.2 6.7 0.8 1.0 -1.1 uh 0.2 
Cash in bank (March 31) 2 1.9 8.6 9.4 10.4 9.3 13.0 jeby2 


Table 5 
Outstanding Debt at Year-End 


1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 


($ billions) 

Interest-bearing debt 

Unmatured debt 414.0 441.0 469.5 476.9 467.3 460.4 456.4 446.4 

Pension and other accounts 100.5 109.2 116.9 W280 WIS 134.6 4h ds 142.8 

Total DATS 5SO:2 586.4 600.6 594.8 595.0 597.9 589.2 
Other liabilities 31.9 34.6 Bors 40.1 43.7 ASS 40.7 43.6 
Total liabilities (gross debt) 546.4 584.8 624.7 640.7 638.5 640.3 638.7 632.9 
Financial assets 38.2 39.1 50.4 By 45) 58.8 63.5 14.2 85.5 
Accumulated deficit 
(net public debt) 508.2 5A5 7 574.3 583.2 579.7 576.8 564.5 547.4 
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COMPARISON OF ACTUAL BUDGETARY OUTCOMES 
TO OCTOBER 2000 ECONOMIC STATEMENT 


AND BUDGET UPDATE ESTIMATES 


This section compares the actual outcome for 
the major components of the budgetary balance 
for 2000-01 with the estimates presented in 

the October 2000 Economic Statement and 
Budget Update. 


Under the Debt Repayment Plan, the fiscal target 
for each year is based on: 


e Using the average of private sector economic 
forecasts for budget-planning purposes. 


e Including an annual Contingency Reserve to 
cover risks arising from unpredictable events 
and unavoidable inaccuracies in the economic 
and fiscal models used to translate the 
economic assumptions into detailed budget 
forecasts. It is not a source of funding for new 
policy initiatives. If not needed, it is used to 
pay down the public debt. For 2000-01 the 
Contingency Reserve was set at $3.0 billion. 


e Adding an extra degree of economic prudence 
to provide further assurance against falling 
back into deficit. In the 2000 budget this 
economic prudence was set at $1 billion 


for 2000-01. 


In the October 2000 Economic Statement and 
Budget Update, the Government added a new 
element to its Debt Repayment Plan. Each fall it 
will announce whether a greater amount should 
be dedicated to that year’s debt paydown. The 
Government committed to a budgetary surplus of 
at least $10 billion for 2000-01. 


Economic growth for 2000 was significantly 
stronger than expected at the time of the 2000 
budget. Nominal income growth, based on the 
average of private sector forecasts, was projected 
at 5.7 per cent for 2000. For the October 2000 
Economic Statement and Budget Update, this 
was revised up to 8.0 per cent. Preliminary 
estimates from Statistics Canada, which were 
released in late May 2000, suggest that nominal 
income growth in 2000 averaged 8.3 per cent. 
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In the October 2000 Economic Statement and 
Budget Update, the fiscal surplus for 2000-01 
was estimated at $11.9 billion, of which at least 
$10 billion was earmarked for debt paydown. 
The final outcome was $5.2 billion higher, all of 
which was used for debt paydown. 


Budgetary revenues were $4.9 billion higher. 
Non-tax revenues were $1.7 billion higher, 
primarily reflecting higher revenues on foreign 
exchange account transactions. Excise taxes and 
duties were $1.7 billion higher than expected, 
primarily reflecting much stronger than 
anticipated customs import duties. Personal 
income tax revenues were $0.9 billion higher 
while other income tax was up $0.8 billion. 


Program spending was $0.4 billion lower than 
estimated in the October 2000 Economic 
Statement and Budget Update, despite the 
announcement of $2.1 billion of new initiatives, 
including incremental funding for the Canada 
Foundation for Innovation, agriculture assistance 
and defence. The impact of these initiatives was 
more than offset by lower direct program 
spending, reflecting higher than expected net 
gains from enterprise Crown corporations, 
unamortized pension estimation adjustments 
associated with several Crown corporations 
implementing their own pension plans, and 
higher lapses of appropriations associated 

with the timing of the federal election. 

Public debt charges were $0.1 billion lower 
than estimated. 
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Table 6 


Comparison of Actual Budgetary Outcomes to 
October 2000 Economic Statement and Budget Update Estimates 


Actual Estimate Change 
($ billions) 
Budgetary revenues 

Personal income tax 82.3 81.4 0.9 
Corporate income tax 28.2 28.5 -0.3 
Other income tax 4.3 30 0.8 
Employment insurance premium revenues Gtopis ikenyA 0.0 
Goods and services tax 20.0 24.2 0.8 
Customs import duties 2.8 2a Oe 
Other excise taxes/duties 8.3 8.1 0.2 
Non-tax revenue 8.9 Thee lela 
Total 178.6 tout 4.9 


Program spending 
Major transfers to persons 


Elderly benefits 24.3 24.3 0.0 
Employment insurance benefits 11.4 A156 -0.2 
Heating expense relief aR) is 0.1 
Major transfers to other levels of government 
Canada Health and Social Transfer 14.5 14.5 0.0 
Fiscal arrangements HATE Ae 0.6 
Alternative Payments for Standing Programs -2.5 -2.4 -0.1 
Direct program spending 
Subsidies and other transfers 210 20.6 0.4 
Crown corporation expenditures 2.9 4 -1.2 
Defence 9.7 9.4 0.3 
All other program spending 23.8 24.3 -0.5 
Total 119.3 VW1907, -0.4 
Public debt charges 42.1 42.2 -0.1 


Budgetary balance 17.1 11.9 wie 
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REPORT OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance: 


The accompanying condensed statements of revenues, expenditures and accumulated deficit, assets and 
liabilities and changes in financial position are derived from the complete financial statements of the 
Government of Canada as at March 31, 2001, and for the year then ended on which I expressed an 
opinion without reservation in my Report to the House of Commons dated July 23, 2001. 


My Report drew two matters to Parliament’s attention: a concern my Office has raised before about 
the Employment Insurance Account, and the recording of transfers to foundations. For more complete 
information, readers should refer to my Report, which will be included in Volume I of the 2001 Public 
Accounts of Canada, expected to be tabled in the House of Commons later this year. 


The fair summarization of the complete financial statements is the responsibility of the Government. 
My responsibility, in accordance with the applicable Assurance Guideline of The Canadian Institute of 
Chartered Accountants, is to report on the condensed financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material respects, 
the related complete financial statements in accordance with the criteria described in the Guideline referred 
to above. 


Since these are condensed financial statements, readers are cautioned that these statements may not be 
appropriate for their purposes. For more information on the Government’s financial position, results of 
operations and changes in financial position, reference should be made to the related complete financial 
statements, which will also be included in Volume I of the 2001 Public Accounts of Canada. 


Sheila Fraser, FCA 
Auditor General of Canada 


Ottawa, Canada 
July 23, 2001 
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CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The fundamental purpose of these condensed 2001 Public Accounts of Canada, which are 
financial statements is to provide an overview of expected to be tabled in Parliament later this 

the financial affairs and resources for which the year. As these condensed financial statements are, 
Government is responsible under authority by their nature, summarized, they do not include 
granted by Parliament. Responsibility for the all disclosure required for financial reporting 
integrity and objectivity of these statements rests by governments in Canada. Readers interested in 
with the Government. the disclosure of more detailed data should refer 


to the audited financial statements in the 


These financial statements are extracted and PeblieNeeounts 


condensed from the audited financial statements 
included in Section 1 of Volume I of the 


Table 7 


Government of Canada 
Condensed Statement of Revenues, Expenditures and Accumulated Deficit 
for the Year Ended March 31, 2001 


2001 2000 
($ millions) 
Revenues 
Tax revenues 
Income tax Pag Oley? 111,493 
Excise taxes and duties 39,017 35,733 
Employment insurance premiums 18,731 18,512 
178,800 165,738 
Non-tax revenues Ue Hale.@) TES) 
Total gross revenues 192,350 178,017 
Amounts deducted to arrive at net revenues 13,760 12,309 
Total net revenues 178,590 165, 708 
Expenditures 
Transfer payments 
Old Age Security and related payments 23,667 22,856 
Other levels of government 23,724 23,243 
Employment insurance benefits 11,444 11,301 
Other transfer payments 33,216 27,382 
92,051 84,782 
Crown corporation expenditures 4,665 4,344 
Other program expenditures 36,392 34,946 
Total gross program expenditures 133,108 124,072 
Amounts deducted to arrive at net program expenditures 13,760 12,309 
Total net program expenditures 119,348 111,763 
Interest on debt 42,094 41,647 
Total net expenditures 161,442 153,410 
Surplus for the year 17,148 12,298 
Accumulated deficit at beginning of year 564,526 576,824 
Accumulated deficit at end of year 547,378 564,526 
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Fiscal Year 2000-2001 


Table 8 


Government of Canada Snel 
Condensed Statement of Assets and Liabilities 


as at March 31, 2001 


2001 2000 
($ millions) 
Liabilities 
Payables, accruals and allowances 
Accounts payable and accruals 34,135 28,904 
Allowances for guarantees and employee benefits 9,509 11,844 
Total 43,644 40,748 
Interest-bearing debt 
Unmatured debt 
Marketable bonds 294,973 293,927 
Treasury bills 88,700 99,850 
Canada savings and Canada premium bonds 26,099 26,489 
Non-marketable bonds and notes 3,473 3,002 
Total payable in Canadian currency 413,245 423,818 
Payable in foreign currencies 33,158 32,588 
Total 446,403 456,406 
Pension and other accounts 
Public sector pensions 129,185 128,346 
Due to Canada Pension Plan 6,391 Oar 
Other (apres) 6,963 
Total 142,829 141,526 
Total interest-bearing debt 589,232 597,932 
Total liabilities 632,876 638,680 
Assets 
Cash and accounts receivable 
Cash 15,594 14,511 
Accounts receivable 3,592 3,805 
Total 19,186 18,316 
Foreign exchange accounts O0.270 41,494 
Loans, investments and advances 
Enterprise Crown corporations and other 
government business enterprises 10,085 10,562 
National governments and international organizations 7,041 7,316 
Other 6,901 5,619 
Total 24,5246 23,497 
Less allowance for valuation 8,485 9,153 
Total 16,042 14,344 
Total assets 85,498 74,154 
Accumulated deficit 547,378 564,526 
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Table 9 
Government of Canada 


Condensed Statement of Changes in Financial Position 


for the Year Ended March 31, 2001 


Cash provided by operating activities 
Surplus for the year 
Add expenditures not requiring cash 


Net payments from pension and other accounts 
Net change in receivables, payables and accruals 


Cash (used for) provided by investing activities 


Net (increase) decrease in loans, investments and advances 


Cash used for foreign exchange activities 


Net increase (decrease) in foreign currency borrowings 


Net increase in foreign exchange accounts 


Net cash generated before financing activities 


Cash used for financing activities 
Net decrease in Canadian currency borrowings 


Net increase in cash 
Cash at beginning of year 


Cash at end of year 


2001 2000 
($ millions) 
17,148 12,298 
5,273 8,324 
22,421 20,622 
(7,111) (4,010) 
4,960 (3,337) 
20,270 13,275 
(408) 1,390 
570 (3,412) 
(8,776) (6,826) 
(8,206) (10,238) 
11,656 4,427 
10,573 609 
1,083 3,818 
14,511 10,693 
15,594 14,511 


Notes to the Condensed Financial Statements 


Significant Accounting Policies 


The Government of Canada reporting entity 
includes all departments, agencies, corporations 
and funds which are owned or controlled by 

the Government and which are accountable to 
Parliament. The financial activities of all these 
entities are consolidated in these statements, 
except for enterprise Crown corporations and 
other government business enterprises which are 
not dependent on the Government for financing 
their activities. These corporations are reported 
as investments at their original cost adjusted by 
an allowance for valuation to reflect their annual 
profits or losses. The Canada Pension Plan is 
excluded from the reporting entity as it is under 
the joint control of the Government and 
participating provinces. 


The Government basically accounts for 
transactions on an accrual basis. Two notable 
exceptions are tax revenues and related refunds, 
which are generally accounted for on a cash 
basis; and capital assets, which are fully charged 
to expenditures at the time of acquisition or 
construction. 


As a consequence, the only assets recorded on the 
Condensed Statement of Assets and Liabilities are 
financial assets, as they can provide resources to 
discharge liabilities or finance future operations. 
Assets are recorded at the lower of cost or net 
realizable value. Liabilities are recorded on an 
accrual basis with public sector pension and 
severance liabilities being determined on an 
actuarial basis. Valuation allowances are 
established for loan guarantees, concessionary 
and sovereign loans, and other obligations. 
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Fiscal Year 2000-2001 


Some amounts in these statements are based 

on estimates and assumptions made by the 
Government. By their nature, such estimates 

are subject to measurement uncertainty, although 
all of them are believed to be reasonable. 


Comparative figures for 2000 have been 
reclassified to conform to the current year’s 
presentation. 


Reporting of Revenues and 
Expenditures on a Gross Basis 


Detailed amounts on the Condensed Statement 
of Revenues, Expenditures and Accumulated 
Deficit are presented on a gross basis only. 
Gross revenues include revenues of consolidated 
Crown corporations, and revenues of government 
departments, agencies and funds which, on the 
net basis, are deducted from expenditures for 
budget and parliamentary authority purposes. 
Gross expenditures include expenditures 
determined through the tax system, such as child 
tax benefits and quarterly GST credits, that are 
deducted from revenues on the net basis. 


Contractual Commitments 


Contractual commitments that will materially 
affect the level of future expenditures include 
transfer payment agreements, benefit plans for 
veterans and others, capital asset acquisitions 
and other purchases, operating and capital leases, 
and funding of international organizations. 

At March 31, 2001, contractual commitments 
amounted to approximately $37 billion 

($33 billion in 2000). 


Contingent Liabilities 


Contingent or potential liabilities that may 
become actual liabilities in future years include: 
guarantees by the Government; callable share 
capital in international organizations; claims and 
pending and threatened litigation; and 
environmental contingencies. Contingent 
liabilities related to guarantees by the 
Government and to international organizations 
amount to $72 billion ($67 billion in 2000). 
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The total amount claimed against the 
Government for other claims and pending and 
threatened litigation but not assessed is not 
determinable. However, there are over 

$200 billion for Aboriginal and comprehensive 
land claims. The Government is confident that 
the ultimate settlement for these contingent 
liabilities will be for amounts significantly lower 
than those being disclosed. 


Insurance in force relating to self-sustaining 
insurance programs operated for the Government 
by three enterprise Crown corporations 
amounted to approximately $586 billion 

($555 billion in 2000). The Government expects 
that it will not incur any costs to cover the claims 
for these programs. 


Changes in Accounting Policies in 2002 


The Government intends to change its basis of 
accounting from the current modified accrual 
basis to the full accrual basis for the preparation 
of its financial statements. The main changes will 
include the recording of capital assets as non- 
financial assets on the Statement of Assets and 
Liabilities and the recording of tax revenues on 
the accrual basis. 


These changes will be done without restatement 
of the financial statements of 2001, but will 
require the restatement of the opening balance of 
the accumulated deficit of the Government as of 
April 1, 2001. 


Other Sources of Information 


The Public Accounts of Canada 


The Public Accounts of Canada, as required 
under section 64(1) of the Financial 
Administration Act, are tabled in the fall — 
of each year by the President of the 
Treasury Board. This report is pone in 
two volumes: . 


¢ Volume I contains the Government’s audited 
financial statements and supporting 
schedules and information; and 


¢ Volume II contains details of financial 


operations by ministry (Part I) and additional _ 


information and analyses (Part II). 


The Budget 


The budget, usually introduced in Pebrusty. 
presents the Government's overall fiscal plan, 
incorporating revenue projections and spending 


plans, which combine to determine the resulting _ 
budgetary balance. The budget also introduces _ 


proposals for changes in taxation. 


The Fiscal Monitor 


This monthly newsletter produced bye tie 
Department of Finance highlights the financial 
results of the Government together with the _ 
reasons underlying major variances. 


Debt Management Strategy 


This report is tabled annually in Parliament. 
It provides information on the federal 
government’s debt management strategy for 
the coming fiscal year. 
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The Debt Management Report 


This annual document provides an accounting 
of the key elements of federal debt strategy 
and describes various strategic and operational 
aspects of the Government’s debt program and 
cash management activities over the past 

fiscal year. 


The Estimates 


_ Each year the Government prepares Estimates 
_ in support of its request to Parliament for 


authority to spend public monies. This request 
is formalized through the tabling of 
appropriation bills in Parliament. The Estimates 


are tabled in the House of Commons by the 


President of the Treasury Board and consists 


— of three parts: 


Part I- The Government Expenditure Plan 


provides an overview of federal spending and 


summarizes the relationship of the key elements 


_ of the Main Estimates to the Expenditure Plan 


set out in the budget. 


Part If —- The Main Estimates directly support 
the Appropriations Act. 


_ Part Ill —- Departmental Expenditure Plans, 


which consist of two components — Reports on. 
Plans and Priorities and Departmental 
Performance Reports. 
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Fiscal Year 2001-2002 


A budgetary surplus of $8.9 billion was recorded in 2001-02. 
This marks the fifth consecutive year in which the federal 
government has recorded a surplus — the last time this occurred 
was in the period up to 1951-52. As a result of the budgetary 
surpluses recorded since 1997-98, the net debt has been reduced 
by $46.7 billion to $536.5 billion from its peak of $583.2 billion 
in 1996-97. 


The federal government achieved a surplus in an environment 

in which most other major economies recorded deficits. This 

is attributable to stronger-than-expected economic growth in 

the latter half of the fiscal year and prudence in budget planning, 
ensuring that monies are not committed without the assurance 
that we will not go back into deficit. 


Because of this prudence, even in the uncertain economic 
environment of 2001, the Government was able to act to address 
a number of key priorities. It legislated and implemented the tax 
cuts announced in the February 2000 budget and October 2000 
Economic Statement and Budget Update, which provided timely 
stimulus to the economy. In addition, in the aftermath of the 
September 11¢ terrorist attacks, it acted quickly to enhance the 
security of Canadians and to provide a boost to confidence in 
the economy. 


aes Department of Finance Ministere des Finances 
Canada Canada 


Net debt as a percentage of the economy was just over 49 per cent 

in 2001-02, a reduction of almost 22 percentage points from its peak 
of about 71 per cent in 1995-96. On an international basis Canada 
has made more progress in reducing its debt burden than any other 
Group of Seven (G-7) country. According to the Organisation 

for Economic Co-operation and Development, Canada’s net debt 
burden is now below the G-7 average — well below those in Italy 

and Japan and in line with those in Germany and France. Only the 
United Kingdom and the United States have lower debt levels. 


This large reduction in public debt is important for a variety of 
reasons. A lower debt burden means that a smaller portion of the 
revenue the Government collects from taxpayers must go towards 
debt-servicing payments, thereby leaving more resources for reducing 
taxes and funding valued programs and services. A lower debt 
burden also lessens the exposure of Canada’s fiscal situation to 
economic shocks, especially an increase in interest rates or prolonged 
slowdowns in economic activity. And a lower debt burden reduces 
the amount that younger Canadians will have to pay for servicing 
debt incurred by the generations that preceded them. 


The financial data in this report are based on the audited results, 
which will appear in more detail in the 2002 Public Accounts 
of Canada, scheduled for tabling in the House of Commons this 
fall. They cover the federal government’s spending and revenue 
performance for the past fiscal year (April 1, 2001 to 

March 31, 2002) and detail the factors affecting these results. 
In addition, the Fiscal Reference Tables publication has been 
updated to incorporate the results for 2001-02 and historical 
revisions to the National Economic and Financial Accounts 
published by Statistics Canada. These tables are an integral part 
of this report. 


The Honourable John Manley, P.C., M.P. 
Deputy Prime Minister and Minister of Finance 
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Note to Readers 


The Canada Customs and Revenue Agency (CCRA) collects personal income taxes on behalf of the 
Government and all provincial and territorial governments except Quebec. On January 29, 2002, the 
CCRA announced it had identified a problem in tax accounting that resulted in overpayments to 
provinces under the tax collection agreements. On September 4, 2002, the Minister of Finance 
announced that the Government of Canada would recover $1.4 billion of the amounts overpaid for the 
years 1997 to 1999 and use the money to pay down the debt. The net present value of these amounts 
has been recast to the fiscal years to which they apply. In addition, once the problem was discovered, 
the federal government took immediate action to prevent further overpayments related to 2000 

and subsequent taxation years. This has resulted in a transfer of $1 billion from the tax collection 
agreements with respect to taxation year 2000 to budgetary revenues in 2000-01. As a result, the 
budgetary surplus has been revised upward beginning in 1997-98 as shown in the table below. 


Revisions to the Budgetary Surplus 


Originally published Revised 

($ billions) 
1997-98 3.5 3.8 
1998-99 2.9 3.1 
1999-00 nS 124 
2000-01 ACA 18.1 
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REPORT HIGHLIGHTS 


The Budgetary Balance 


Economic growth in most major economies 
slowed sharply in the first half of 2001, 
reflecting the impact of higher interest rates 

and energy prices and a sharp decline in global 
high technology investment. The events of 
September 11th introduced a further shock to the 
global economy through disruptions in economic 
activity and sharp declines in confidence. Like 
all other countries, Canada was impacted by 
these developments. Economic growth slowed 
considerably, from 4.5 per cent in 2000 

to only 1.5 per cent in 2001. 


However, Canada was much better positioned 
to cope with the global slowdown than in 
previous global downturns due to much healthier 
finances, the timely tax reductions announced 
in the October 2000 Economic Statement and 
Budget Update, low and stable inflation, 
declining net foreign debt and historically low 
interest rates. As a result, the economy did not 
slow as much as in other countries. Indeed, 
Canada avoided the U.S. recession and growth 
rebounded strongly in the first half of 2002. 


In the October 2000 Economic Statement 

and Budget Update, May 2001 Economic Update 
and December 2001 budget, the Government 
committed to a balanced budget or better for 
2001-02. The final budgetary surplus for 
2001-02 was $8.9 billion. All of this has been 
applied to reducing Canada’s net debt. 


Fiscal Year 2001-2002 


The budgetary balance went from a deficit 

of 5.8 per cent of GDP ($42 billion) in 1993-94 
to five consecutive surpluses over the 1997-98 

to 2001-02 period. The 2001-02 surplus was 

0.8 per cent of GDP ($8.9 billion). Nearly 
three-quarters of the improvement from 1993-94 
is attributable to the decline in program spending 
— from 16.5 per cent of GDP in 1993-94 to 

11.6 per cent of GDP in 2001-02, with the 
remainder attributable to lower public 

debt charges. 


Net Debt 
The 2001-02 surplus of $8.9 billion brings the 


federal government’s net debt — the accumulation 
of annual deficits and surpluses — down to 
$536.5 billion from its peak of $583.2 billion 

in 1996-97. As a share of GDP, net debt dropped 
to 49.1 per cent in 2001-02, down nearly 

22 percentage points from the peak of 

70.9 per cent in 1995-96. This ratio is generally 
recognized as the most appropriate indicator 

of the debt burden as it measures debt relative 

to the ability of the Government and the 
country’s taxpayers to finance it. This is the 
sixth consecutive year in which the debt-to-GDP 
ratio has declined, and it is the lowest the 

ratio has been since 1984-85. 


Net debt consists of interest-bearing debt 
and other liabilities, net of financial assets. 
Interest-bearing debt, in turn, consists 


of unmatured, or market, debt and the 
Government’s obligations to internally held 
accounts — primarily the liabilities for the 
federal government employees’ pension plans. 
In 2001-02 total interest-bearing debt declined 
by $5.8 billion: market debt declined by 

$4.1 billion and obligations to pension accounts 
declined by $1.7 billion. Other liabilities fell 

by $3.0 billion, while financial assets 

increased by $0.1 billion. 


Financial Requirements/Source 


Financial requirements/source measures 

the difference between cash coming in to 

the Government and cash going out. Most 
industrialized countries use a measure 
comparable to the financial requirements/source 
as their main measure of the budgetary balance. 


There was a financial source (excluding foreign 

exchange transactions) of $4.7 billion in 2001-02 
— the sixth consecutive year Canada has recorded 
a financial source — the only G-7 country to do so. 


In 2001-02 there was a net requirement 

of $1.8 billion relating to foreign exchange 
transactions, down from a net requirement of 
$8.8 billion in 2000-01. Including this amount, 
the financial source in total was $2.9 billion, 
down from a source of $10.2 billion in 2000-01. 


Table 1 
Financial Highlights 


Budgetary transactions 
Revenues 
Program spending 


Operating balance 

Public debt charges 

Budgetary balance 
Non-budgetary transactions 


Financial requirements/source 
(excluding foreign exchange 
transactions) 


Foreign exchange transactions 
Net financial requirements/source 
Net change in borrowings 

Net change in cash balances 


Financial position 
Total liabilities 
Total financial assets 


Accumulated deficit (net debt) 


Financial results (% of GDP) 
Budgetary revenues 
Program spending 
Public debt charges 
Budgetary balance 
Net debt 
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1997-98 1998-99 1999-00 2000-01 2001-02 
(§ billions) 
153.5 155.9 166.1 179.6 173.3 
-108.8 Ti kee oon oeapanee -119.3 -126.7 
44.8 44.5 54.4 60.2 46.6 
-40.9 -41.4 -41.6 -42.4 S877 
3.8 at 12.7 18.1 8.9 
8.9 8.4 1.9 0.8 -4.2 
ae 11.5 14.6 19.0 47 
Bo 25 7 -6.8 -8.8 1.6 
10.6 5.8 in 10.2 2.9 
-9.6 -6.9 -4.0 -10.0 -4.1 
1.0 aA) 3.7 0.2 As? 
-638.5 640.3. —--638.7 -632.9 -624.1 
59,2 64.0 75.1 87.5 87.6 
579.4 576.3 —--863.5 -545.4 -536.5 
17.4 TAO 16.9 16.9 15.9 
12.3 12.2 11.4 Ate 11.6 
4.6 4.5 4.2 4.0 3.5 
0.4 0.3 me te 0.8 
65.6 63.0 57.5 51.2 49.4 


Note: Results for 1997-98 to 2000-01 have been revised to reflect the misclassification of mutual fund trust capital gain refunds. 
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BUDGETARY REVENUES 


Reflecting much slower growth in 2001 and the 
tax reductions introduced in the October 2000 
Economic Statement and Budget Update, 
budgetary revenues declined by $6.3 billion, or 
3.5 per cent, to $173.3 billion in 2001-02 after 
advancing by 8.1 per cent in the previous year. 
Declines were spread throughout most major 
components, with the exception of personal 
income tax revenues and excise taxes and duties 
(see Table 2). Even in these latter two components, 
the rates of increase were substantially less than 
those recorded in the previous fiscal year. This 
primarily reflected the impact of the global 
economic weakness on the various tax bases 
and the effect of the tax reduction measures 
announced in the February 2000 budget and 
October 2000 Economic Statement and Budget 
Update. These measures included the reduction 
in personal income tax rates; the elimination of 
the 5-per-cent surtax; increases in thresholds; 
the restoration of full indexation of the personal 
income tax system; and increases in the 

Canada Child Tax Benefit. 


Personal income tax revenues, the largest 
component of budgetary revenues, were up 
only $0.5 billion, or 0.6 per cent, in 2001-02 
due entirely to prior-year adjustments and 
the timing of receipts. 


¢ Gross remittances received include federal 
personal income tax, provincial income tax 
collected by the Canada Customs and Revenue 
Agency (CCRA) under the tax collection 
agreements with participating provinces, as 
well as employer and employee premiums for 
employment insurance (EI) and the Canada 
Pension Plan (CPP). Estimates are made for 
these various components on a monthly basis, 
with adjustments made once either preliminary 
or final data become available from the 
CCRA. In 2001-02 there were transfers of 
about $500 million from the EI and CPP 
accounts to personal income tax relating to 
overestimations of deductions for previous 
fiscal years. 


Corporate income tax 
13.9% 


mployment insurance 
premiums 
10.4% Personal income tax 
48.3% 


excise taxes 
and duties 


e There are also important collection lags 
between the economic event giving rise to 
personal income tax liabilities and the 
receipt of revenues. In April and May 2001 
extraordinarily large final tax payments were 
received with respect to the 2000 taxation 
year, in large part due to the strong increases 
in capital gains realizations in 2000. Excluding 
the impact of the above factors, personal 
income tax revenues would have recorded a 
significant decline, reflecting the impact of tax 
reductions and weakness in economic growth. 


Corporate income tax revenues declined 

$4.2 billion in 2001-02, or 14.9 per cent, 
following an increase of 21.8 per cent in 
2000-01. This decline primarily reflected an 
estimated 8.9-per-cent decline in corporate 
profits. In addition, the December 2001 budget 
announced a six-month deferral of small 
business corporate income tax instalments for 
the last quarter of 2001-02 to assist small 
businesses with the economic slowdown. It is 
estimated that this measure reduced corporate 
income tax revenues in 2001-02 by about 
$600 million. 
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Table 2 
Net Budgetary Revenues 
2000-01 2001-02 Net Change 
($ millions) (%) 
Net income tax collections 
Personal income tax 83,305 83,790 485 0.6 
Corporate income tax Ere le 24,013 -4,199 -14.9 
Other Aes he 3,035 -1,277 -29.6 
Total 115,829 110,888 -4,991 -4.3 
Employment insurance premium 
revenues 18,731 17,980 -751 -4.0 
Net excise taxes and duties 
Goods and services tax 24,990 24,909 -81 -0.3 
Customs import duties 2,807 3,018 211 ies 
Other excise taxes/duties 
Energy taxes 4,805 4,758 -47 -1.0 
Other Sala! 3,953 439 125 
Total 8,319 Sad 392 4.7 
Total COmMe 36,638 SyID 1.4 
Net tax revenues 170,676 165,456 -5,220 -3. 
Net non-tax revenues 
Return on investments 6,144 5,892 -252 -4.4 
Other non-tax revenues’ 2110 1,967 -803 -29.0 
Total 8,914 7,859 11,0BS -11.8 
Net budgetary revenues 179,590 173,315 -6,275 -3.5 


Note: Personal income tax revenues for 2000-01 have been revised to reflect the misclassification of mutual fund trust capital 


gain refunds. 


1 “Refunds from previous years’ expenditures” was reclassified from “Other non-tax revenues” to program spending. 
This has the effect of reducing revenues and program spending by $578 million. 


Other income tax revenues were down 
$1.3 billion, or 29.6 per cent, primarily due 
to a consolidation adjustment relating to 
refundable taxes withheld from the federal 
Retirement Compensation Arrangements 
Account that were previously credited to 
tax revenues. 


EI premium revenues were down $0.8 billion, 

or 4.0 per cent, as prior-year adjustments and 
the decline in premium rates more than offset 

the impact of the growth in the number of people 
employed and therefore paying premiums. The 
employee premium rate (per $100 of insurable 
earnings) was reduced from $2.40 for 2000 

to $2.25 for 2001 and $2.20 for 2002 (with 

a corresponding decline in the employer rate). 


Excise taxes and duties increased $0.5 billion, 
or 1.4 per cent. However, there were significant 
variations among the various components. 


¢ Goods and services tax (GST) revenues 


were marginally lower, reflecting declines 
in GST collected on imported goods and 
higher rebates. 


Customs import duties increased $0.2 billion, 
OLi/-5 per cent; 


Other excise taxes and duties were up 

4.7 per cent, primarily due to the increase 
in excise tax rates on tobacco products. 
Energy taxes were slightly lower, reflecting 
lower taxes collected on aviation fuel. 


Fiscal Year 2001-2002 


Non-tax revenues declined $1.1 billion, or 

11.8 per cent, in 2001-02, primarily reflecting 
lower Bank of Canada profits and interest on 
bank balances due to the decline in interest rates. 
In addition, “refunds from previous years’ 
expenditures,” which in previous years was 
included as part of “other non-tax revenues,” is 
now netted against program spending. This has 
the effect of lowering both budgetary revenues 
and program spending by an equivalent amount, 
with no impact on the overall budgetary balance. 


The revenue ratio — budgetary revenues as a 
percentage of GDP — represents a comprehensive 
measure of the overall “tax burden” in that it 
compares the total of all revenues collected to 
the size of the economy. The revenue ratio 

stood at 15.9 per cent in 2001-02, compared to 
16.9 per cent in 2000-01. It is now at its lowest 
level since 1993-94. The decline in the ratio 
between 2000-01 and 2001-02 reflects the impact 
of the tax reductions announced in the February 
2000 budget and the October 2000 Economic 
Statement and Budget Update, as well as the 
impact of the global economic slowdown. 


It should be noted that some important 
components of income subject to taxation are 
excluded from the Statistics Canada measure 

of GDP, such as capital gains and income from 
trusteed pension plans. As a result, this ratio 
overstates the tax burden. In addition, the sharp 
rise in capital gains and the growth in income 
from trusteed pension plans due to the aging of 
the population distort year-to-year changes in the 
ratio. Therefore, caution should be exercised 

in interpreting this ratio. 
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The figures in Table 2 are presented on a 

“net” basis, reflecting the way in which revenues 
and expenditures are presented to Parliament 
and in the Government’s annual budget. In this 
presentation, the Canada Child Tax Benefit, the 
quarterly GST credit and the repayments of 
Old Age Security benefits are netted against 
income tax revenues. Certain departmental 
revenues, such as the revenues of consolidated 
Crown corporations and revenues levied by 
departments for specific services (such as the 
contract costs of policing services in provinces), 
are netted against spending. This classification 
has the effect of reducing both revenues and 
spending but has no impact on the 

budgetary balance. 


Table 3 shows the impact of “grossing up” 
budgetary revenues for these adjustments. In 
2001-02 they amounted to $14.2 billion, of 
which over half was due to the Canada Child 
Tax Benefit. As a result, gross budgetary revenues 
were $187.5 billion in 2001-02, down 3 per cent 
from 2000-01. 
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Table 3 
Gross Budgetary Revenues 
2000-01 2001-02 Net Change 
($ millions) (%) 
Net budgetary revenues 179,590 173,315 -6,275 -3.5 
Adjustments 
Canada Child Tax Benefit 6,811 (MST E 746 Vu 
Old Age Security benefit repayments -588 -734 -146 24.8 
Quarterly GST credit 2,901 2,964 63 Qe 
Revenues netted against expenditures 2,874 2,936 62 Pie. 
Revenues of consolidated Crown corporations 1,762 1,429 -333 -18.9 
Net adjustment 13,760 1Asjo2 392 2.8 


Gross budgetary revenues 193,350 187,467 -5,883 -3.0 


a1 
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BUDGETARY EXPENDITURES 


Budgetary expenditures consist of two major 
components — public debt charges and program 
spending. Net budgetary expenditures amounted 
to $164.4 billion in 2001-02, up $3.0 billion, 

or 1.8 per cent, from 2000-01 (see Table 4). 
Public debt charges declined $4.4 billion, or 

10.4 per cent, while program spending advanced 
$7.3 billion, or 6.1 per cent. Program spending in 
2001-02 was $126.7 billion. 


The expenditure ratio — budgetary expenditures 
as a percentage of net budgetary revenues — 
stood at 94.9 per cent in 2001-02, up from 
89.9 per cent in 2000-01. This increase reflects 
the impact of both the decline in budgetary 
revenues and the increase in budgetary 
expenditures. In 1993-94 the expenditure 

ratio stood at 136.2 per cent. 


Public debt charges declined by $4.4 billion, 

or 10.4 per cent, to $37.7 billion in 2001-02, 
primarily attributable to a decline in the stock of 
interest-bearing debt and lower average effective 
interest rates on that debt. For the first time since 
1985-86 public debt charges are no longer the 
largest component of budgetary expenditures. 

At 23.0 per cent of total expenditures, they 

are slightly less than transfers to persons 

(elderly and EI benefits). 


¥2 


e The average effective interest rate on 
the Government’s interest-bearing debt 
(unmatured debt and pension liabilities) 
was 6.9 per cent in 2001-02, compared to 
7.6 per cent in 2000-01. The average effective 
interest rate on unmatured debt was 
6.2 per cent while that on pension and other 
accounts was 9.1 per cent. 


e The stock of total interest-bearing debt 
declined by $5.8 billion in 2001-02, from 
$589.2 billion to $583.4 billion, as the stock 
of market debt declined by $4.1 billion to 
$442.3 billion, while liabilities to pension 
and other accounts fell by $1.7 billion to 
$141.2 billion. This is the first year in which 
liabilities to pension and other accounts 
have declined, attributable to the impact of 
the reform of federal employees’ pension 
plans, whereby current contributions are 
invested in the markets by the Public Sector 
Pension Investment Board and assets related 
to a number of Crown corporations are being 
transferred to them as they establish 
their plans. 


Transfers to 
governments | Transfers to persons 
23.8% 


/ Other transfers 


Public debt interest 
: 23.0% 
Operating 
and capital 


Note: , do not add to 100% due to rot 
‘Source: Publie Accounts of Canada, SO 
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Table 4 
Net Budgetary Expenditures 
2000-01 2001-02 Net Change 
($ millions) (%) 
Net major transfers to persons 
Elderly benefits 24,256 25,365 1,109 4.6 
Employment insurance benefits 11,444 13,748 2,304 20.1 
Relief for Heating Expenses 1,459 -1,459 
Total 37,159 39,113 1,954 5.3 
Major transfers to other levels of government 
Canada Health and Social Transfer 13,500 17,300 3,800 28.1 
Medical Equipment Fund 1,000 -1,000 
Fiscal arrangements 12,684 11,978 -706 -5.6 
Alternative Payments for Standing Programs -2,460 -2,662 -202 8.2 
Total 24,724 26,616 1,892 (60 
Net direct program spending 
Subsidies and other transfers 
Agriculture and Agri-Food 1,022 1,897 75 4.1 
Foreign Affairs and International Trade 2,308 2,405 47 2.0 
Health Canada 1302 Ode S15. 24.2 
Human Resources Development 1,995 1,698 -297 -14.8 
Indian Affairs and Northern Development 4,448 4,557 109 2 
Industry/regional agencies 2,079 2,628 549 26.4 
Veterans Affairs 1,463 S57 94 6.4 
Canada Foundation for Innovation 1,250 -1,250 
Canada Health Infoway Inc. 500 -500 
Other O,0eL 3,495 -332 -8.7 
Total 21,044 19,854 -1,190 -5.7 
Crown corporations 
Canada Mortgage and Housing Corporation 1,906 1,910 4 0.2 
Canadian Broadcasting Corporation 902 983 81 9.0 
Other 95 1,189 1,094 lakers) 
Total 2,903 4,082 1,179 40.6 
Operating and capital expenditures 
Defence 9,696 LOS (al 875 9.0 
All other departments 23,822 26,437 2,615 1.0 
Total 33,518 37,008 3,490 10.4 
Net direct program spending 57,465 60,944 3,479 6.1 
Net program spending! 119,348 126,673 7,325 6.1 
Public debt charges 42,094 Sf hoo -4,359 -10.4 
Net budgetary expenditures 161,442 164,408 2,966 1.8 


1 “Refunds from previous years’ expenditures” was reclassified from “Other non-tax revenues” to program spending. 


This has the effect of reducing revenues and program spending by $578 million. 
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The interest ratio — public debt charges as a 
percentage of net budgetary revenues — declined 
from 23.4 per cent in 2000-01 to 21.8 per cent 
in 2001-02. This ratio means that, in 2001-02, 
the Government spent less than 22 cents of 
every revenue dollar on interest on the public 
debt. This is down from the peak of 36 cents in 
1995-96 and is the lowest this ratio has been 
since the late 1970s. This is money that must be 
paid to meet the Government’s obligations on its 
debt. The lower the ratio, the more flexibility 
the Government has to address the key priorities 
of Canadians. 


Program spending amounted to $126.7 billion 

in 2001-02, an increase of $7.3 billion, or 

6.1 per cent, from 2000-01. Higher cash transfers 
to provinces and territories under the Canada 
Health and Social Transfer (CHST) and increased 
EI benefits accounted for over 80 per cent of 

the increase in program spending. All major 
components were higher, with the exception 

of subsidies and other transfers. 


Major transfer payments to persons increased by 
$2.0 billion, or 5.3 per cent. 


e Elderly benefits consist of Old Age Security, 
Guaranteed Income Supplement and spouse’s 
allowance payments. Total benefits were up 
$1.1 billion in 2001-02, reflecting both higher 
average benefits, which are indexed to 
inflation, and an increase in the number 
of recipients. 


e EI benefits increased $2.3 billion in 2001-02. 
About half of this increase was attributable to 
increased regular benefit payments, reflecting 
the deterioration in the labour market and the 
accompanying increase in the number of 
unemployed. Most of the remaining increase 
was due to higher special benefits, in 
particular the increase in parental benefits, 
reflecting the doubling of parental leave from 
six months to one year. 


¢ Partially offsetting the impact of these 
developments was the one-time Relief for 
Heating Expenses for low- and modest-income 
Canadians of $1.5 billion that was paid in 
January 2001. 


Major transfer payments to other levels 

of government include the CHST, fiscal 
arrangements (equalization, transfers to the 
territories, as well as a number of small transfer 
programs) and Alternative Payments for 


Standing Programs. Net cash transfers increased 
by $1.9 billion in 2001-02, or 7.7 per cent. 


e The CHST - a block-funded transfer — 
supports health care, post-secondary 
education, social assistance and social services, 
including early childhood development. It 
provides support in the form of cash and tax 
transfers to the provinces and territories. 

As part of the September 2000 Agreements 
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on Health Renewal and Early Childhood 
Development, the federal government 
legislated $21.1 billion of additional cash to 
be provided under the CHST over the next 
five years. As part of this, an incremental 
$3.8 billion was paid in 2001-02. 


Total entitlements under fiscal arrangements 
decreased by $0.7 billion, or 5.6 per cent, 
primarily due to prior-year adjustments 
affecting equalization entitlements. Under the 
equalization program, the federal government 
transfers funds to the less prosperous 
provinces so that they can provide their 
residents with public services comparable to 
those in other provinces without having to 
resort to higher-than-average taxation. 
Equalization legislation is renewed every 

five years. The current legislation, which 
covers the period 1999-2000 to 2003-04, 
capped total entitlements in 1999-2000 at 
$10 billion, with the annual maximum 
entitlements growing in line with the growth 
in nominal GDP. The weak growth in nominal 
GDP in 2001 restrained the overall increase 
in equalization entitlements for 2001-02. 

In addition, in September 2000 the federal 
government indicated that the cap for 
1999-2000 only would be lifted, resulting in 
an incremental entitlement for that year of 
about $0.8 billion. Under the Government’s 
accounting rules, this amount was charged to 
2000-01, thereby accounting for most of the 
decline between 2000-01 and 2001-02. 
Finally, transfers to the territories were lower 
due to recoveries resulting from overpayments 
in previous years. 


The Alternative Payments for Standing 
Programs represent recoveries of federal tax 
point abatements under contracting-out 
arrangements. These arrangements allow 
provinces to assume the administrative and 
financial authority for certain federal- 
provincial programs. In turn, the federal 
government provides provinces with tax 
points, the value of which are netted against 
total entitlements and accordingly recovered 
from cash transfers. These recoveries reflect 
the growth in the value of the tax points. 
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e Also affecting the year-over-year change was 
a one-time payment in 2000-01 of $1 billion 
to a third-party trust for provinces and 
territories to acquire new medical equipment. 
This was part of the September 2000 
Agreements on Health Renewal and Early 
Childhood Development. 


Direct program spending — total program 
spending less major transfers to persons and 
other levels of government — consists of subsidies 
and other transfer payments, expenditures related 
to Crown corporations, and operating and 
capital expenditures of departments and agencies, 
including National Defence. This spending 
amounted to $60.9 billion in 2001-02, up 

$3.5 billion, or 6.1 per cent, from 2000-01. 
Within direct program spending: 


e Subsidies and other transfer payments 
decreased by $1.2 billion, or 5.7 per cent, 
primarily reflecting the impact of one-time 
transfers made in 2000-01. These included: 


— $1.25 billion to the Canada Foundation 
for Innovation (CFI) to award funds to 
help post-secondary educational institutions, 
research hospitals and not-for-profit 
institutions modernize their research 
infrastructure and assist in associated 
operating and maintenance costs. The 
Government’s total transfer to the CFI 
to date is $3.15 billion. 


— $500 million to the Canada Health 
Infoway Inc. to accelerate the development 
and adoption of modern systems of 
information technology to provide better 
health care. This investment was part of the 
September 2000 Agreements on Health 
Renewal and Early Childhood Development. 


e Expenditures related to Crown corporations 
were up $1.2 billion to $4.1 billion in 
2001-02. This component includes 
appropriations to consolidated Crown 
corporations (those Crown corporations that 
rely on government funding as their principal 
source of revenue) and the annual profit and 
losses of enterprise Crown corporations. 
Most of the annual increase was attributable 
to lower net profits of enterprise 
Crown corporations. 
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e Operating and capital expenditures include the year, particularly those associated with 
the costs of defence, government the implementation of enhanced personal 
administration and delivery of specific and economic security. 


services to the public, such as: 
The program share — program spending as a 


= iginals and veterans; 
Health Gane fo Seoeack : percentage of budgetary revenues — amounted to 


— research undertaken by government 73.1 per cent, up from 66.5 per cent 2000-01. In 
departments; 1993-94 the program share was 103.5 per cent. 
— food inspection; The above numbers are presented on a “net” 


basis, as discussed in the previous section, 

“Budgetary Revenues.” Table 5 shows the 

— operation of national parks and impact of the adjustments. Gross expenditures 
historic sites; are $14.2 billion higher than net expenditures. 


— Coast Guard and air and sea rescue; 


— collection of taxes; 


— operation of federal correctional institutions 
and provision of police services; and 


— administration of programs. 


This spending increased by $3.5 billion, or 
10.4 per cent, in 2001-02. Of this amount: 


— Defence spending increased by $0.9 billion, 
or 9.0 per cent, primarily due to increased 
funding related to meeting Canada’s 
international commitments. 


— Non-defence departmental operating and 
capital spending increased by $2.6 billion. 
About half of this increase was attributable 
to new policy initiatives announced during 


Table 5 
Gross Budgetary Expenditures 
2000-01 2001-02 Net Change 
($ millions) (%) 
Net budgetary expenditures 161,442 164,408 2,966 1.8 
Adjustments 
Canada Child Tax Benefit 6,811 C50 746 Ako 
Old Age Security benefit repayments -588 -734 -146 24.8 
Quarterly GST credit 2,901 2,964 63 ie 
Revenues netted against expenditures 2,874 2,936 62 PRE: 
Revenues of consolidated Crown corporations laroe: 1,429 -333 -18.9 
Net adjustment 13,760 es sy 392 2.8 
Gross budgetary expenditures 175,202 178,560 3,G06 1.9 
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FINANCIAL REQUIREMENTS/SOURCE AND DEBT 


The budgetary balance is the most comprehensive 
measure of the federal government’s fiscal results. 


It is presented on a modified accrual basis 
of accounting, largely recording government 
liabilities when they are incurred, regardless 
of when the cash payment is made, and 
recording tax revenues only when cash is 
received. The budgetary balance covers only 
those activities over which the Government 
has legislative control. 


In contrast, financial requirements/source 
measures the difference between cash coming 
in to the Government and cash going out. 

It differs from the budgetary balance in that it 
includes transactions in loans, investments and 
advances, federal employees’ pension accounts, 
other specified purpose accounts, and changes 
in other financial assets and liabilities. These 
activities are included as part of non-budgetary 
transactions. The conversion from modified 
accrual to cash accounting is also reflected in 
non-budgetary transactions. Non-budgetary 
transactions in 2001-02 resulted in a net 
requirement of funds amounting to $4.2 billion, 
compared to a net source of $0.8 billion 

in 2000-01. 


With a budgetary surplus of $8.9 billion and 
a net requirement of funds from non-budgetary 


transactions of $4.2 billion, there was a financial 
source, excluding foreign exchange transactions, 


of $4.7 billion in 2001-02, down from the 
financial source of $19.0 billion in 2000-01. 
This marks the sixth consecutive year in which 
a financial source has been recorded. 


Among the major components of non-budgetary 


transactions: 


e Loans, investments and advances were 
virtually unchanged, as the impact of 
borrowings for the Canada Student Loans 
Program was offset by repayments from 
Crown corporations and others. 


¢ Pensions and other accounts recorded 
a net requirement of funds of $1.7 billion, 
compared to net source of $1.3 billion in 
2000-01. The net requirement primarily 
reflects the reforms of the federal government 
employees’ pension plans, effective 
April 1, 2000. Employer and employee 
contributions to the plans are now invested in 
financial markets, rather than being included 
as part of non-budgetary transactions. 
This reduces the non-budgetary source 
of funds by about $3 billion per year. In 
addition, a number of Crown corporations, 
which were members of the public sector 
pension plans, have set up their own pension 
plans, resulting in the transfer of the 
applicable assets to these new plans. 


e Other transactions recorded a net requirement 
of $2.4 billion, compared to a net source of 
$2.2 billion in 2000-01. Developments in this 
component primarily reflect the conversion 
of accrual liabilities to cash. For example, in 
2000-01 the federal government committed 
to providing the CFI with an additional 
$1.25 billion. This liability affected budgetary 
expenditures and therefore the budgetary 
balance in 2000-01, but had no impact on the 
financial balance, as the payment to the CFI 
was not made until June 2001. As a result, this 
liability resulted in a net source of funds in 
non-budgetary transactions in 2000-01 but 
a requirement for funds in 2001-02. 


Financial requirements/source includes foreign 
exchange transactions. Foreign exchange 
transactions represent all transactions in 
international reserves held in the Exchange Fund 
Account (EFA). The objectives of the EFA are to 
provide general foreign currency liquidity for the 
Government and promote orderly conditions in 
the foreign exchange market. The EFA contains 
foreign currency investments, the Government’s 
gold holdings and assets related to Canada’s 
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commitment to the International Monetary 

Fund (IMF). Increases in the level of reserves 
through borrowings, contributions to the IMF, 
and/or selling of Canadian dollars represent 

a requirement. Conversely, decreases in the 

level of reserves represent a source of funds. 
Taking all of these factors into account, there 
was a net requirement of $1.8 billion in 2001-02, 
compared to a net requirement of $8.8 billion 

in 2000-01. 


As a result, there was a net financial source — 
the budgetary surplus plus non-budgetary and 
foreign exchange transactions — of $2.9 billion 
in 2001-02, compared to a net financial source 
of $10.2 billion in 2000-01. 


With this net financial source and a drawing 
down of its cash balances, the Government 
retired $4.1 billion of its market debt. 

Cash balances at March 31, 2002, stood 

at $12.0 billion. 


Total liabilities consist of interest-bearing 

debt and other liabilities. Interest-bearing debt 
includes unmatured, or market, debt and 
liabilities for pension and other accounts. At 
March 31, 2002, interest-bearing debt amounted 


to $583.4 billion, down $5.8 billion from the 
level a year earlier. Other liabilities, which 
include accounts payable and accrued liabilities, 
amounted to $40.7 billion, down $3.0 billion 
from 2000-01. As a result, total liabilities, or 
gross debt, stood at $624.1 billion. 


Financial assets consist of cash and accounts 
receivable, foreign exchange accounts and loans, 
investments and advances. Capital assets, 
inventories and net receivables for tax revenues 
are not currently included, as capital assets and 
inventories are fully charged to expenditures at 
the time of acquisition or construction while tax 
revenues are reported on a cash basis. Financial 
assets totalled $87.6 billion at March 31, 2002, 
virtually unchanged from March 31, 2001. 


As a result, net debt stood at $536.5 billion 
at March 31, 2002, down $8.9 billion from 
March 31, 2001, and $46.7 billion below the 
peak of $583.2 billion at March 31, 1997. 


Foreign holdings of the Government of Canada’s 
outstanding market debt are estimated at 

$75.1 billion at the end of March 2002. This 
represents 17 per cent of the Government’s total 
market debt — the lowest ratio since 1986-87. 
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Table 6 
Budgetary Balance and Financial Requirements/Source 


1997-98 1998-99 1999-00 2000-01 2001-02 


($ billions) 
Budgetary balance 3.8 B.A teh 18.1 8.9 
Non-budgetary transactions 
loans, investments 
and advances je) 0.3 -0.6 -2.7 =0.1 
Pensions and other accounts 
Public sector pensions (net) 3.3 OU 5.9 0.8 -2.3 
Canada Pension Plan 0.5 i 0.8 Oi2 0.4 
Other 0.1 0.9 0.2 0.3 By. 
Total 3.8 7.0 7.0 1.3 -1.7 
Other transactions Che) 1.0 -4.5 ee -2.4 
Total 8.9 8.4 1.9 0.8 -4.2 
Financial requirements/source 
(excluding foreign exchange 
transactions) 127 TS 14.6 19.0 47 
Foreign exchange transactions -2.2 -5.7 -6.8 -8.8 -1.8 
Net financial balance 10.6 5.8 tel 10.2 2.9 
Net change in borrowings -9.6 -6.9 -4.0 -10.0 -4.1 
Change in cash balances 1.0 -1.1 Sih O72 -1.2 


Cash in bank (March 31) 10.4 9.3 13.0 AZ 12,0 


Table 7 
Outstanding Debt at Year-End 


1997-98 1998-99 1999-00) 2000-01 2001-02 


($ billions) 

Interest-bearing debt 

Unmatured debt 467.3 460.4 456.4 446.4 442.3 

Pension and other accounts I2KS 134.6 Aes 142.8 Aan 

Total 594.8 595.0 597.9 589.2 583.4 
Other liabilities ANG) if A 40.7 43.6 40.7 
Total liabilities (gross debt) 638.5 640.3 638.7 632.9 624.1 
Financial assets 59.2 64.0 oul 87.5 87.6 


Accumulated deficit (net debt) 579.4 576.3 563.5 545.4 536.5 
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COMPARISON OF ACTUAL BUDGETARY OUTCOMES 


TO BUDGET ESTIMATES 


This section compares the actual outcome for the 
major components of the budgetary balance for 
2001-02 to the original estimates presented in the 
October 2000 Economic Statement and Budget 
Update, as well as to the updated estimates 
presented in the December 2001 budget. 


The Government targeted a balanced budget 
for 2001-02 in both the October 2000 
Economic Statement and Budget Update and 
December 2001 budget. Under the Debt 
Repayment Plan, the fiscal target for each year 
is based on: 


e Using the average of private sector economic 
forecasts for budget-planning purposes. 


e Including an annual Contingency Reserve to 
cover risks arising from unpredictable events 
and unavoidable inaccuracies in the economic 
and fiscal models used to translate the 
economic assumptions into detailed budget 
forecasts. It is not a source of funding for new 
policy initiatives. If not needed, it is used 
to reduce the public debt. For 2001-02 
the Contingency Reserve was originally 
set at $3.0 billion. In the December 2001 
budget, it was reduced to $1.5 billion to help 
cover some of the costs associated with 
the unforeseen circumstances of the global 
economic slowdown and the terrorist 
attacks of September 11th, 


e Adding an extra degree of economic 
prudence to provide further assurance against 
falling back into deficit. In 2001-02 this 
economic prudence was originally set at 
$1 billion. In the December 2001 budget the 
Government used the economic prudence 
to manage the exceptional fiscal pressures 
resulting from the global economic slowdown 
and terrorist attacks. 
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Comparison to October 2000 Economic 
Statement and Budget Update 


Economic growth for 2001 was significantly 
weaker than expected at the time of the 

October 2000 Economic Statement and Budget 
Update. Nominal income growth, based on the 
average of private sector forecasts, was projected 
at 5.5 per cent for 2001. However, the effects 

of the global economic slowdown in 2001 
restrained the growth to 2.6 per cent, down 
considerably from the increase of 8.6 per cent 
reported for 2000. 


In the October 2000 Economic Statement 

and Budget Update, before adjusting for the 
Contingency Reserve and economic prudence, 
there was an underlying surplus of $8.3 billion. 
After adjusting for the Contingency Reserve 
and economic prudence, there remained an 
unallocated balance of $4.3 billion, which the 
Government indicated could be directed to 
further debt reduction, increasing the prudence, 
further tax cuts or increased spending in 
priority areas. 


The final outcome for 2001-02 was $8.9 billion, 
$0.6 billion higher than the underlying balance 
estimated in the October 2000 Economic 
Statement and Budget Update, as lower-than- 
expected public debt charges offset the impact 
of lower budgetary revenues and higher program 
spending (see Table 8). As a result, the prudence 
of $4.0 billion set aside in the Economic 
Statement and Budget Update was not required. 
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Table 8 


Comparison of Actual Outcomes to October 2000 Economic Statement 
and Budget Update 


October 2000 
Economic Statement 


Actual __and Budget Update __ Difference 


($ billions) 
Budgetary revenues 
Personal income tax 83.8 80.5 3.3 
Corporate income tax 24.0 28.6 -4.6 
Other income tax 3.0 3.6 -0.5 
Employment insurance premium revenues 18.0 18.4 -0.4 
Excise taxes and duties 36.6 36.2 0.4 
Non-tax revenue 1.9 G2 0.6 
Total WEES: 1/45 -1.2 
Program spending 
Major transfers to persons 
Elderly benefits 25.4 20rZ 0.2 
Employment insurance benefits 13.7 Wee eo 
Major transfers to other levels of government 
Canada Health and Social Transfer 17.3 Taree) 0.0 
Fiscal arrangements 12.0 12:5 -0.6 
Alternative Payments for Standing Programs Ba -2.5 -0.2 
Direct program spending 60.9 59.9 cal 
Total AZOu7 124.6 onl 
Public debt charges S77 AARC -3.9 
Underlying budgetary surplus 8.9 8.3 0.6 
Prudence 
Contingency Reserve 3.0 -3.0 
Economic prudence 1.0 -1.0 
Total 4.0 -4.0 
Budgetary outcome 8.9 4.3 4.6 
Non-budgetary transactions -4.2 -3.0 -1.2 
Financial requirements/source 
(excluding foreign exchange transactions)! 4.7 -3.0 Ct 


1 In the Economic Statement and Budget Update a balanced budget was assumed for 2001-02. 
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Fiscal Year 2001-2002 


Budgetary revenues were $1.2 billion lower 
than estimated in the October 2000 Economic 
Statement and Budget Update, primarily due 

to lower-than-expected corporate income tax 
revenues, which offset higher-than-expected 
personal income tax revenues. Personal income 
tax revenues were $3.3 billion higher, with about 
two-thirds due to higher payments on filing 
relating to the strong growth in net capital gains 
realizations in 2000, and the remainder due to 
prior-year adjustments. Corporate income taxes 
were $4.6 billion lower than forecast due to the 
weakness in global economic activity and its 
effect on corporate profits. Largely offsetting 
differences were reported among the other 
major components. 


Program spending was $2.1 billion higher 

than estimated in the October 2000 Economic 
Statement and Budget Update. This primarily 
reflected higher EI benefits, due to the 
deterioration in the labour market in 2001, 

and increased direct program spending due to 
the new initiatives announced in the May 2001 
Economic Update and December 2001 budget. In 
contrast, entitlements under fiscal arrangements 
were lower, reflecting the weakness in 
economic growth. 


Public debt charges were $3.9 billion lower 
than forecast, reflecting the dramatic decline in 
short-term interest rates during 2001. 
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Comparison to December 2001 Budget 


At the time of the December 2001 budget 
estimates indicated that the Canadian economy 
had contracted in the third quarter of 2001, 

and most forecasters were expecting further 
weakness in the fourth quarter, with only modest 
growth in the first half of 2002. Based on these 
economic planning assumptions and incorporating 
the impact of the budget initiatives, an underlying 
surplus of $1.5 billion was estimated. This 
amount was allocated to the Contingency Reserve. 


However, stronger growth was recorded in 

the final quarter of 2001, and the recovery in 

the first half of 2002 was much faster and 
stronger than had been projected. As a result, 
budgetary revenues were higher than expected 
(up $2 billion — see Table 9). Most of this 
increase in budgetary revenues resulted from 
continued strength in personal income tax 
revenues (up $3.5 billion), as strong employment 
gains were recorded in the first quarter of 2002, 
and prior-year adjustments related to overpayments 
to the tax collection accounts. 


Program spending was $3.9 billion lower 

than expected, reflecting lower-than-expected 
liabilities at year-end and a higher-than-assumed 
lapse in spending authority. The decline in public 
debt charges (down $1.5 billion) was attributable 
to lower-than-expected interest accrued 

on Canada Savings Bonds and pension 

account liabilities, reflecting the large declines in 
market interest rates. 
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Table 9 
Comparison of Actual Outcomes to December 2001 Budget 
December 2001 
Actual budget Difference 
($ billions) 
Budgetary revenues 
Personal income tax 83.8 80.3 3.5 
Corporate income tax 24.0 23.6 0.4 
Other income tax 3.0 4.0 -1.0 
Employment insurance premium revenues 18.0 17.8 0.2 
Excise taxes and duties 36.6 37.2 -0.6 
Non-tax revenue 7.9 8.4 -0.5 
Total 173.3 171.4 2.0 
Program spending 
Major transfers to persons 
Elderly benefits 25.4 20.3 Obl 
Employment insurance benefits SF 14.1 -0.4 
Major transfers to other levels of government 
Canada Health and Social Transfer 173 17.3 0.0 
Fiscal arrangements 12.0 a ais -0.2 
Alternative Payments for Standing Programs -2./ -2.4 -0.3 
Direct program spending 60.9 64.1 -3.2 
Total 1201) 130.6 -3.9 
Public debt charges 37.7 39.2 -1.5 
Underlying budgetary surplus 8.9 dio 7.4 
Prudence 
Contingency Reserve ies) -1.5 
Economic prudence 0.0 0.0 
Total ales) -1.5 
Budgetary outcome 8.9 0.0 8.9 
Non-budgetary transactions -4.2 -1.9 -2.3 
Financial requirements/source 
(excluding foreign exchange transactions) 4.7 -1.9 6.6 
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ANNUAL FINANCIAL REPORT 


REPORT OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance: 


The accompanying condensed statements of revenues, expenditures and accumulated deficit, assets and 
liabilities and changes in financial position are derived from the complete financial statements of the 
Government of Canada as at March 31, 2002, and for the year then ended on which I expressed an opinion 
without reservation in my Report to the House of Commons dated September 16, 2002. 


My Report drew two matters I have raised before to Parliament’s attention: a concern about 

the Employment Insurance Account, and the recording of transfers to Foundations. For more 
complete information, readers should refer to my Report, which will be included in Volume I of the 
2002 Public Accounts of Canada, expected to be tabled in the House of Commons later this year. 


The fair summarization of the complete financial statements is the responsibility of the Government. 
My responsibility, in accordance with the applicable Assurance Guideline of The Canadian Institute 
of Chartered Accountants, is to report on the condensed financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material 
respects, the related complete financial statements in accordance with the criteria described in the 
Guideline referred to above. 


Since these are condensed financial statements, readers are cautioned that these statements may not be 
appropriate for their purposes. For more information on the Government’s financial position, results of 
operations and changes in financial position, reference should be made to the related complete financial 
statements, which will also be included in Volume I of the 2002 Public Accounts of Canada. 


Sheila Fraser, FCA 
Auditor General of Canada 


Ottawa, Canada 
September 16, 2002 
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CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The fundamental purpose of these condensed 2002 Public Accounts of Canada, which are 
financial statements is to provide an overview expected to be tabled in Parliament later this 

of the financial affairs and resources for which year. As these condensed financial statements are, 
the Government is responsible under authority by their nature, summarized, they do not include 
granted by Parliament. Responsibility for the all disclosure required for financial reporting 


integrity and objectivity of these statements rests 


by governments in Canada. Readers interested 
with the Government. 


in the disclosure of more detailed data should 
refer to the audited financial statements in 


These financial statements are extracted and : 
the Public Accounts. 


condensed from the audited financial statements 
included in Section 1 of Volume I of the 


Table 10 


Government of Canada 
Condensed Statement of Revenues, Expenditures and Accumulated Deficit 
for the Year Ended March 31, 2002 


Restated 
2002 2001 
($ millions) 
Revenues 
Tax revenues 
Income tax 117,661 Ze Oe 
Other taxes and duties 39,602 39,017 
Employment insurance premiums 17,980 18,/311 
175,243 179,800 
Non-tax revenues 12,224 13,550 
Total gross revenues 187,467 193,350 
Amounts deducted to arrive at net revenues 14,152 13,760 
Total net revenues 173,315 179,590 
Expenditures 
Transfer payments 
Old Age Security and related payments 24,632 23,667 
Other levels of government 26,616 23,724 
Employment insurance benefits 13,748 1,444 
Other transfer payments 30,375 33,216 
95,371 92,051 
Crown corporation expenditures 5,011 4,665 
Other program expenditures 39,943 36,392 
Total gross program expenditures 140,825 133,108 
Amounts deducted to arrive at net program expenditures 14,152 13,760 
Total net program expenditures 126,673 119,348 
Interest on debt 37,735 42,094 
Total net expenditures 164,408 161,442 
Surplus for the year 8,907 18,148 
Opening accumulated deficit as originally reported 547,378 564,526 
Less: Adjustment to tax revenues (note 2) 1,982 982 
Opening accumulated deficit as restated 545,396 563,544 
Accumulated deficit at end of year 536,489 545,396 
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Fiscal Year 2001-2002 


Table 11 

Government of Canada 
Condensed Statement of Assets and Liabilities 
as at March 31, 2002 


Restated 
2002 2001 
($ millions) 
Liabilities 
Payables, accruals and allowances 
Accounts payable and accruals 31,434 oA. eo 
Allowances for guarantees and employee benefits 9,245 9,509 
Total 40,679 43,644 
Interest-bearing debt 
Unmatured debt 
Marketable bonds 293,843 294,973 
Treasury bills 94,039 88,700 
Canada savings and Canada premium bonds 23,966 26,099 
Non-marketable bonds and notes 3,391 3,473 
Total payable in Canadian currency 415,239 413,245 
Payable in foreign currencies 2,032 33,158 
Total 442,271 446,403 
Pension and other accounts 
Public sector pensions 126,921 129,185 
Due to Canada Pension Plan 6,770 6,391 
Other 7,469 (ges) 
Total 141,160 142,829 
Total interest-bearing debt 583,431 589,232 
Total liabilities 624,110 632,876 
Assets 
Cash and accounts receivable 
Cash 13,467 15,594 
Accounts receivable Brood 2,966 
Total 16,829 18,560 
Foreign exchange accounts 52,046 50,270 
Loans, investments and advances 
Enterprise Crown corporations and other 
government business enterprises 9,192 10,085 
National governments and international organizations 7,342 7,541 
Other eos 10,203 
Total 2 27,829 
Less allowance for valuation 9,071 9,179 
Total 18,746 18,650 
Total assets 87,621 87,480 
Accumulated deficit 536,489 545,396 
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Table 12 
Government of Canada 
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Condensed Statement of Changes in Financial Position 


for the Year Ended March 31, 2002 


Cash provided by operating activities 
Surplus for the year 
Expenditures not requiring cash 


Net payments from pension and other accounts 
Net change in receivables, payables and accruals 


Cash provided (used for) investing activities 
Net decrease (increase) in loans, investments and advances 


Cash used for foreign exchange activities 
Net (decrease) increase in foreign currency borrowings 
Net increase in foreign exchange accounts 


Net cash (required) generated before financing activities 


Cash provided by (used for) financing activities 
Net increase (decrease) in Canadian currency borrowings 


Net (decrease) increase in cash 
Cash at beginning of year 


Cash at end of year 


Restated 
2002 2001 
($ millions) 
8,907 18,148 
9,301 5,194 
18,208 DO, GAL 
(10,470) (4-411) 
(4,006) 4,960 
BSE 21,191 
49 (1,329) 
(6,126) 570 
(1,776) (8,776) 
(7,902) (8,206) 
(4,121) 11,656 
1,994 (OSS) 
(2,127) 1,083 
15,594 Aeon 
13,467 15,594 


Notes to the Condensed Financial Statements 


1. Significant Accounting Policies 


The Government of Canada reporting entity 
includes all departments, agencies, corporations 
and funds which are owned or controlled by the 
Government and which are accountable to 
Parliament. The financial activities of all these 
entities are consolidated in these statements, 
except for enterprise Crown corporations and 
other government business enterprises, which are 
not dependent on the Government for financing 
their activities. These corporations are reported 
as investments at their original cost adjusted by 
an allowance for valuation to reflect their annual 
profits or losses. The Canada Pension Plan is 
excluded from the reporting entity as it is under 
the joint control of the Government and 
participating provinces. 


The Government basically accounts for 
transactions on an accrual basis. Two notable 
exceptions are tax revenues and related 
refunds, which are generally accounted for on 
a cash basis; and capital assets, which are 
fully charged to expenditures at the time of 
acquisition or construction. 


As a consequence, the only assets recorded on the 
Condensed Statement of Assets and Liabilities are 
financial assets, as they can provide resources to 
discharge liabilities or finance future operations. 
Assets are recorded at the lower of cost or net 
realizable value. Liabilities are recorded on 

an accrual basis with public sector pension 

and severance liabilities being determined on 

an actuarial basis. Valuation allowances are 
established for loan guarantees, concessionary 
and sovereign loans, and other obligations. 
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Fiscal Year 2001-2002 


Some amounts in these statements are based 

on estimates and assumptions made by the 
Government. By their nature, such estimates 

are subject to measurement uncertainty, although 
all of them are believed to be reasonable. 


Comparative figures for 2001 have been 
reclassified to conform to the current year’s 
presentation. 


2. Overpayments Under 
Tax Collection Agreements 


On September 4, 2002, the Government announced 
its decision to recover over a 10-year period 
beginning in fiscal year 2004-2005, approximate- 
ly $1,421 million in overpayments to provinces 
related to mutual fund trust capital gain refunds 
applicable to the 1997 to 1999 tax years. 


The misclassification of mutual fund trust 

capital gain refunds resulted in the 
understatement of tax revenues for fiscal years 
prior to 2001-2002. To reflect the increase in tax 
revenues resulting from the decision to recover 
$1,421 million in overpayments, $982 million on 
a present value basis, for fiscal years 1997-1998 
to 1999-2000, the opening accumulated deficit 
as at March 31, 2000 has been decreased by 
$982 million. In addition, the financial 
statements for fiscal year 2000-2001 have 

been restated to reflect a $1,000 million increase 
in tax revenues due to the correction of the 
understatement of tax revenues for tax year 
2000. The cumulative effect of these adjustments 
results in a decrease in the opening accumulated 
deficit as at March 31, 2001, of $1,982 million. 


3. Reporting of Revenues and 
Expenditures on a Gross Basis 


Detailed amounts on the Condensed Statement 

of Revenues, Expenditures and Accumulated 
Deficit are presented on a gross basis only. 

Gross revenues include revenues of consolidated 
Crown corporations, and revenues of government 
departments, agencies and funds which, on the net 
basis, are deducted from expenditures for budget 
and parliamentary authority purposes. Gross 
expenditures include expenditures determined 
through the tax system, such as child tax benefits 
and quarterly GST tax credits, that are deducted 
from revenues on the net basis. 


4. Contractual Commitments 


Contractual commitments that will materially 
affect the level of future expenditures include 
transfer payment agreements, benefit plans for 
veterans and others, capital asset acquisitions 
and other purchases, operating and capital leases, 
and funding of international organizations. 

At March 31, 2002, contractual commitments 
amounted to approximately $40 billion 

($37 billion in 2001). 


5. Contingent Liabilities 


Contingent or potential liabilities that may 
become actual liabilities in future years include: 
guarantees by the Government; callable share 
capital in international organizations; claims 
and pending and threatened litigation; and 
environmental contingencies. Contingent 
liabilities related to guarantees by the 
Government and to international organizations 
amount to $77 billion ($72 billion in 2001). 
The total amount claimed against the 
Government for other claims and pending 

and threatened litigation is not determinable; 
however, there are over $200 billion in claims 
for Aboriginal and comprehensive land claims. 
The Government is confident that the ultimate 
settlement for these contingent liabilities will 
be for amounts significantly lower than those 
being disclosed. 


Insurance in force relating to self-sustaining 
insurance programs operated for the Government 
by three enterprise Crown corporations 
amounted to approximately $615 billion 

($586 billion in 2001). The Government 

expects that it will not incur any costs to cover 
the claims for these programs. 


6. Changes in Accounting Policies 


The Government had intended to change its basis 
of accounting from the current modified accrual 
basis to the full accrual basis for the preparation 
of these financial statements. Given the timing of 
the 2001 budget and the fact that important 
components of the information required to 
implement full accrual accounting had not yet 
been verified and audited, the Government 
decided to delay the implementation of full 
accrual accounting for at least one year. 
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Fiscal Year 2002-2003 


The federal government posted a budgetary surplus of 

$7.0 billion in 2002-03, marking the sixth consecutive year in 
which it has recorded a surplus—the last time this occurred was 
in the period up to 1951-52. As a result of the budgetary 
surpluses recorded since 1997-98, the federal debt (accumulated 
deficit) has been reduced by $52.3 billion to $510.6 billion from 
its peak of $562.9 billion in 1996-97. At the same time, the 
Government implemented the largest tax cut in Canadian history 
and invested in the key priorities of Canadians, such as health 
care, support for low-income families with children, education, 
and research and development. 


Sound financial management played an important role in helping 
Canada avoid a recession in 2001-2002, despite the global 
economic downturn. It enabled fiscal and monetary policy to 
provide timely support to the Canadian economy through lower 
taxes and interest rates. And according to the Organisation for 
Economic Co-operation and Development (OECD), Canada was 
the only Group of Seven (G-7) country to post a surplus in 2002. 


Federal debt as a percentage of the economy was just over 
44 per cent in 2002-03, a reduction of almost 25 percentage 
points from its peak of 68.4 per cent in 1995—96. On an 
international basis, Canada has made more progress in 
reducing its debt burden than any other G-7 country. 


ea Department of Finance Ministére des Finances 
Canada Canada 


According to the OECD, Canada’s net debt burden is now below 
the G-7 average—well below those in Italy and Japan and in line 
with those in Germany, France and the United States. Only the 
United Kingdom has a significantly lower debt burden. 


This large reduction in federal debt is important for a variety of 
reasons. A lower debt burden, resulting from a reduction in 
interest-bearing debt, means that a smaller portion of the revenue 
the Government collects from taxpayers must go towards 
debt-servicing payments, thereby leaving more resources for 
reducing taxes and funding valued programs and services. A lower 
debt burden also lessens the exposure of Canada’s fiscal situation 
to economic shocks, especially an increase in interest rates or 
prolonged slowdowns in economic activity. And a lower debt 
burden reduces the amount that younger Canadians will have to pay 
for servicing debt incurred by the generations that preceded them. 


The financial data in this report are based, for the first time, on the 
full accrual basis of accounting. This is a major accomplishment, 
involving all government departments and agencies. Previously, the 
Government’s financial statements were prepared under modified 
accrual accounting. Full accrual accounting provides a more 
comprehensive reporting of assets and liabilities and a more 
transparent picture of the Government’s financial position. It is 

the accounting standard recommended for senior levels of 
government in Canada by the Public Sector Accounting Board of 
the Canadian Institute of Chartered Accountants and has been 
strongly recommended by the Auditor General of Canada and the 
House of Commons Standing Committee on Public Accounts. 


The financial data in this report are based on the audited results, 
which will appear in more detail in the 2003 Public Accounts 

of Canada, scheduled for tabling in the House of Commons 

this fall. They cover the federal government’s spending and 
revenue performance for the past fiscal year (April 1, 2002 to 
March 31, 2003) and detail the factors affecting these results. 

In addition, the Fiscal Reference Tables publication has been 
updated to incorporate accrual results for the 1983-84 to 2002-03 
period and historical revisions to the National Economic and 
Financial Accounts published by Statistics Canada. These tables 
are an integral part of this report. 


The Honourable John Manley, P.C., M.P. 
Deputy Prime Minister and Minister of Finance 
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Note to Readers 


The financial statements for 2002-03 are presented on the full accrual basis of accounting, replacing the 
modified accrual standard that had been used since the mid-1980s. The Government first announced its 
commitment to full accrual accounting in the 1995 budget. The Canadian Institute of Chartered 
Accountants and the Auditor General of Canada have strongly supported the implementation of full 
accrual accounting by the Government of Canada. After extensive consultations with the Office of the 
Auditor General of Canada, the Government felt that it had sufficient assurance as to the reliability of the 
accrual amounts to implement it in the 2003 budget. 


Under full accrual accounting, the Government’s financial statements will provide a more comprehensive 
and up-to-date picture of the Government’s financial situation, thereby improving transparency 
and accountability. 


e The Government’s balance sheet will provide a more comprehensive picture of the Government’s assets 
and liabilities. For example, the value of the buildings that the Government owns will now appear on its 
balance sheet, as will its liabilities for cleaning up contamination on its properties. 


e The annual budgetary balance will better reflect the impact of economic events and government 
decisions during the fiscal year. For example, year-to-year changes in recorded tax revenues will more 
accurately reflect the year-to-year changes in the tax base and tax rates, as these changes will be much 
less affected by collection and remittance lags. 


e The annual budgetary balance will better reflect the impact of government decisions during the fiscal 
year. In particular, decisions that result in an increase (or decrease) in the Government’s liabilities for 
environmental cleanups in areas of federal jurisdiction, liabilities related to Aboriginal claims, and 
liabilities for post-employment and retirement benefits for federal employees will be recorded as 
expenses in the year the decision is made. Under modified accrual accounting, the full costs of some of 
these decisions would not be recorded in the Government’s financial statements until the resulting cash 
payments were made, which could be many years later. 


The Government’s previous accounting standard—modified accrual—used a mix of accrual and cash 
accounting, depending on the type of transaction. In the 2003 budget, and with these financial statements, 
the Government is extending the use of accrual accounting to all items that were previously recorded on a 
cash basis. These include: 


¢ Non-financial assets: Under modified accrual accounting, the value of the Government’s stock of capital 
assets, such as buildings, vehicles and equipment, was not shown on the balance sheet. Instead the 
full purchase price of a capital asset was recorded as an expenditure in the year of purchase and 
therefore had an immediate impact on the budgetary balance in that year. Under full accrual accounting, 
the value of these assets will now be recorded as a non-financial asset. In addition, the cost of using that 
asset will be amortized (depreciated) over its estimated useful life according to Generally Accepted 
Accounting Principles. Similarly, under modified accrual, the cost of an item held in inventory is 
recognized in the year in which it is purchased while, under full accrual, it is recognized as an expense 
in the year that it is used. 


e Tax revenues: Under modified accrual accounting, tax revenues were recorded when they were received, 
while refunds were recorded in the year in which they were paid. Under full accrual accounting, tax 
receipts and refunds will generally be recorded in the year in which the taxable activity takes place. 
Accordingly, a receivable is established for taxes owing and a payable for refunds owing to taxpayers. 
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e Liabilities: Under full accrual accounting, a more comprehensive list of liabilities is recorded on the 
balance sheet. The Government now includes the estimated cost of environmental cleanups in areas of 
federal jurisdiction; the value of liabilities related to Aboriginal claims to the extent payment is likely and 
estimable; increased liabilities for post-employment benefits for federal employees, including workers’ 
compensation and veterans’ disability costs; and federal employee retirement costs such as health and 
dental care. 


The Government’s fiscal anchor remains the budgetary balance, which will now reflect the impact of the 
annual changes in the areas described above. Furthermore, prior to the shift to accrual accounting, there 
was no distinction between net debt and the accumulated deficit, or federal debt, so these terms were used 
interchangeably. Under full accrual accounting, this is no longer the case. Net debt is the Government’s net 
liabilities excluding the value of its non-financial assets. The accumulated deficit takes into account the 
value of non-financial assets. The two indicators now represent different measures of the Government’s 
financial position. The federal debt will now represent the accumulation of surpluses and deficits in the past 
and is the Government’s key measure of debt. 


The financial results in this publication are based on the audited results, which will appear in more detail in 
the 2003 Public Accounts of Canada. In completing the audit for 2001-02, certain adjustments have been 
made to the estimates that appeared in The Budget Plan 2003. In Budget 2003, the surplus for 2001-02, 
on a full accrual basis of accounting, was estimated at $8.2 billion. This was based on preliminary 
estimates, which had not been audited. The audited results have resulted in a lower surplus for 2001-02— 
$7.0 billion—primarily due to revisions to the estimates for inventories, veterans’ disability liabilities and 
the allowance for tax receivables. Revised estimates have been prepared going back to 1983-84. These 
appear in the Fiscal Reference Tables—October 2003. 
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e¢ Ona full accrual basis of accounting, a budgetary surplus of $7.0 billion was achieved in 2002-03. 
This marks the sixth consecutive year the federal budget has been in surplus. 


¢ The shift to full accrual accounting has also resulted in the surplus for 2001-02 being lowered from 
$8.9 billion (under the previous basis of accounting) to $7.0 billion. Taken together, federal debt has 


been reduced by $52.3 billion over the last six years. 


e Federal debt stood at $510.6 billion at the end of 2002-03. The federal debt-to-GDP (gross domestic 
product) ratio is now 44.2 per cent, down sharply from its peak of 68.4 per cent in 1995-96. It is now 


at its lowest level since 1984-85. 


e¢ Market debt—the debt issued on credit markets—as a percentage of GDP has declined to 38.1 per cent 


from the peak of 57.0 per cent in 1996-97. 


e The revenue-to-GDP ratio declined in 2002-03 to 15.4 per cent. It has fallen by about 1'2 percentage 
points since 2000-01, reflecting the impact of the tax reductions announced in the February 2000 
budget and October 2000 Economic Statement and Budget Update. 


e Program expenses increased by 6.6 per cent, or $8.3 billion, in 2002-03, of which nearly two-thirds 
is due to increased transfers to the provinces and territories under the health care agreements reached 
by first ministers in September 2000 and February 2003. As a percentage of GDP, program expenses 
increased to 11.5 per cent in 2002-03 from 11.3 per cent in 2001-02—well below the ratio of 


15.7 per cent in 1993-94. 


¢ Public debt charges declined by $2.4 billion in 2002-03. As a percentage of revenues, public debt 
charges were 21 per cent in 2002-03, down from its peak of about 39 per cent in 1990-91. It is now 


at its lowest level since the late 1970s. 


The Budgetary Balance 


Sound financial management played an important 
role in helping Canada avoid a recession in 
2001-2002, despite global economic weakness. 

It enabled fiscal and monetary policy to provide 
timely support to the Canadian economy through 
lower taxes and interest rates. The commitment 
to fiscal discipline allowed Canada to post a 
budgetary surplus in 2002, while all other G-7 
countries recorded deficits. It also helped Canada 
record the best economic performance among the 
G-7 countries in 2002. Economic growth in 
Canada in 2002 rebounded to 3.3 per cent from 
1.9 per cent in 2001, primarily due to strong 
domestic demand, as the external sector remained 
weak in the face of an uneven global economic 
recovery. Canada’s resilient performance in 2002 
reflected strong economic fundamentals, the 
impact of the year 2000 tax cuts and an 
increasingly competitive business sector. 


Budgetary Balance 


billions of dollars per cent of GDP 
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Sources: Public Accounts of Canada and Statistics Canada. 


Fiscal Year 2002-2003 


In the December 2001 and February 2003 
budgets, the Government committed to a 
balanced budget or better for 2002-03. This 
was after responding to a number of key 
priorities relating to security in the aftermath 

of the terrorist attacks of September 11, 2001, 
and investments in Canada’s health care system. 
In the 2003 budget the Government announced 
initiatives totalling $6.4 billion for 2002-03, 

of which $4.7 billion was directed to health care. 
On a full accrual basis of accounting, the final 
budgetary surplus for 2002-03 was $7.0 billion, 
unchanged from the restated surplus 

for 2001-02. 


On a full accrual basis of accounting, the 
budgetary balance went from a deficit of 

5.5 per cent of GDP ($38.5 billion) in 1993-94 
to six consecutive surpluses over the 1997-98 to 
2002-03 period. The 2002-03 surplus was 
$7.0 billion, or 0.6 per cent of GDP. All of 

this fiscal improvement since 1993-94 is 
attributable to the decline in total expenses. 

As a percentage of GDP, program expenses 
declined from 15.7 per cent in 1993-94 to 
11.5 per cent in 2002-03, and public debt 
charges fell from 5.5 per cent in 1993-94 to 
3.2 per cent in 2002-03. 


Federal Debt 


The 2002-03 surplus of $7.0 billion brings the 
federal debt—the accumulation of annual deficits 
and surpluses—down to $510.6 billion from its 
peak of $562.9 billion in 1996-97. As a share of 
GDP, federal debt dropped to 44.2 per cent in 
2002-03, down nearly 25 percentage points from 


Federal Debt (Accumulated Deficit) 


the peak of 68.4 per cent in 1995-96. This is the 
seventh consecutive year in which the federal 
debt-to-GDP ratio has declined, bringing it to 

its lowest level since 1984-85. 


Federal debt consists of interest-bearing debt and 
other liabilities, net of financial and non-financial 
assets. Interest-bearing debt, in turn, consists 

of unmatured, or market, debt and the 
Government’s obligations to internally held 
accounts—primarily the liabilities for the federal 
government employees’ pension plans. Of the 
decrease in the federal debt of $7.0 billion in 
2002-03, total interest-bearing debt declined by 
$2.1 billion: market debt declined by $2.5 billion 
and obligations to pension accounts increased by 
$0.4 billion. Other liabilities fell by $2.1 billion, 
while financial assets increased by $1.9 billion 
and non-financial assets by $0.9 billion. 


Federal Debt (Accumulated Deficit) 
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Sources: Public Accounts of Canada and Statistics Canada. 


The financial statements of the Government of Canada are now presented on a full accrual basis of 
accounting. Under the previous accounting standard—modified accrual accounting—net debt and the 
accumulated deficit were identical. Under the new standard, net debt now includes a comprehensive 
costing for financial liabilities but excludes non-financial assets. The accumulated deficit includes both. 


It is the sum of all surpluses and deficits in the past. 


Federal debt, referred to in the budget documents and the Annual Financial Report of the Government 
of Canada, is the accumulated deficit. It is the federal government’s main measure of debt, as annual 
changes in this measure determine the budgetary balance. 
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Financial Source/Requirement 


The financial source/requirement measures 

the difference between cash coming in to the 
Government and cash going out. There was 

a financial source of $7.6 billion in 2002-03, 
compared to a revised financial requirement of 
$0.3 billion in 2001-02. This turnaround was 
primarily attributable to swings in the Exchange 
Fund Account and other accounts. 


Budgetary Balance and 
Financial Source/Requirement 


billions of dollars 
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Table 1 
Financial Highlights ' 
1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 
($ billions) 
Budgetary transactions 
Revenues 16234 156.1 166.1 RSZe7F P2137 hi he 
Expenses 
Program expenses -106.9 -110.0 -109.6 -118.7 -125.0 -133.3 
Public debt charges -43.1 -43.3 -43.4 -43.9 “39.7 -37.3 
Total expenses -150.0 “153.3 -153.0 -162.6 -164.7 -170.6 
Budgetary balance 2.1 2.8 13.1 20.2 7.0 7.0 
Non-budgetary transactions 9.0 Sal -5.3 -8.9 -7.3 0.7 
Financial source/requirement (alles 5.9 7.8 Ailes -0.3 (has: 
Net change in financing activities -9.6 -6.9 -4.0 “10.0 -4.1 -2,5 
Net change in cash balances 1.5 alae 3.8 1.3 -4.4 5.1 
Cash balance at end of period eA 10.7 14.5 15.8 dle 16:5 
Financial position 
Total liabilities 713.4 ravine (aes: G1Oi0 704.3 700.1 
Total financial assets 102-5 108.2 TON 138.7 133.4 ircisne! 
Net debt 610.9 609.5 596.6 576.3 570.9 564.8 
Non-financial assets OY Sie 51.6 ayeve 53.4 54.2 
Federal debt (accumulated deficit) 560.7 557.9 544.7 524.6 eM Wiese 510;6 
Financial results (% of GDP) 
Budgetary revenues Wipe TiAl 16.9 17.0 VOLO 15.4 
Program expenses 12 12.0 a2 tt. Ves Tio 
Public debt charges 4.9 47 4.4 4 3:6 3.2 
Budgetary balance 0.2 0.3 133 1.9 0.6 0.6 
Federal debt 63.5 61.0 55.4 48.8 46.7 44.2 


| Reflects classification changes resulting from the move to full accrual accounting. 


Fiscal Year 2002-2003 


BUDGETARY REVENUES 


Following a decline of $11.1 billion, or 

6.1 per cent, in 2001-02, budgetary revenues 
increased in 2002-03 by $5.9 billion, or 

3.4 per cent. The decline in 2001-02 was 
primarily attributable to the impact of global 
economic weakness on the various tax bases, an 
adjustment relating to refundable taxes withheld 
from the federal Retirement Compensation 
Arrangements Account that were previously 
credited to tax revenues, and the effect of the 
tax reduction measures announced in the 
February 2000 budget and October 2000 
Economic Statement and Budget Update. 


Nominal income—the applicable tax base for 
revenues—advanced by 4.3 per cent in 2002, 
up from the increase of 3.0 per cent in 2001. 
The net impact of stronger economic growth 

in 2002 on revenues was dampened by the 
incremental impact of the tax reductions 
introduced in previous budgets, especially the 
restoration of full indexation of the personal 
income tax system, increases in the Canada 
Child Tax Benefit and reductions in the 
corporate income tax rate. Most of the increase 
in budgetary revenues resulted from higher 
excise taxes and duties, particularly goods and 
services tax (GST) revenues, primarily reflecting 
strengthened consumer demand. 


Personal income tax revenues, the largest 
component of budgetary revenues, increased 
by $2.2 billion, or 2.8 per cent, in 2002-03. 
However, half of this increase is attributable 

to the one-time adjustment in 2001-02 relating 
to refundable taxes withheld from the federal 
Retirement Compensation Arrangements 
Account. As a result, the underlying increase 


was only 1.5 per cent. This is broadly in line with 


the growth of 3.3 per cent in personal income, 
adjusted for the incremental impact of the tax 
reduction measures. Personal income growth was 
impacted in 2002 by lower interest and dividend 
payments, reflecting the impact of lower interest 
rates and weakness in the stock market. 


Corporate income tax revenues declined by 
$2.0 billion in 2002-03, or 8.3 per cent, 

the second consecutive year they have declined. 
Although corporate profits increased by 


Composition of Net Revenues 
for 2002-03 


Corporate income tax 
12.5% 


Employment 
insurance premiums 


Personal income tax 


Other excise taxes Other : 
and duties revenues Other io tax 
7.4% 6.3% : 


Source: Public Accounts of Canada. 


4.3 per cent in 2002, the impact of loss 
carry-forwards due to the decline in profits in 
2001, and a reduction in the corporate tax rate 
from 27 to 25 per cent effective January 1, 2002, 
and from 25 to 23 per cent effective 

January 1, 2003, resulted in a decline in 
revenues in 2002-03. 


Other taxes and duties increased $4.2 billion, 
or 11.4 per cent. 


e GST revenues increased $3.0 billion, or 
11.7 per cent. This increase was fuelled 
primarily by strong growth in consumer 
demand, especially durable goods and 
new housing. 


e Customs import duties increased $0.2 billion, 
or 6.0 per cent, reflecting a strong increase in 
imports subject to tariffs. 


e Energy taxes were up 3.0 per cent, while the 
impact of tobacco excise tax increases in late 
2001 and early 2002 account for most of the 
increase of $0.5 billion, or 13.2 per cent, 
in other excise taxes and duties. The Air 
Travellers Security Charge came into effect 
April 1, 2002. The revenues from this charge 
are used to fund the new air security initiatives 
announced in the 2001 budget. 
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Table 2 
Revenues 
2001-02 2002-03 Net change 
($ millions) (%) 
Tax revenues 
Net income tax collections 
Personal income tax 79,501 og Re OF 2,206 2.3 
Corporate income tax 24,242 Pp iapa ey -2,020 -8.3 
Other income tax revenues 2,925 3,291 366 eto 
Total 106,668 107,220 5o2 0.5 
Other taxes and duties 
Goods and services tax 25,292 28,248 2,956 Vil. 
Customs import duties 3,040 CPR | 181 6.0 
Energy taxes 4,848 4,992 144 3.0 
Air Travellers Security Charge 421 421 
Other excise taxes and duties 3,953 4,475 522 AGi2 
Total Oi loo 41,357 4,224 11.4 
Net tax revenues 143,801 148,577 4,776 3.3 
Employment insurance premium revenues 17,637 47,870 200 ALC 
Net other revenues 
Crown corporation revenues Spliz 3,478 306 9.6 
Foreign exchange revenues 2,453 3,379 926 Sih 
Other revenues 4,625 4,258 -367 -7.9 
Total 10,250 ea 864 8.4 
Net budgetary revenues 171,688 177,561 5,873 3.4 


Employment insurance premium revenues were 
up $0.2 billion, or 1.3 per cent, as the reduction 
in premium rates was more than offset by the 
increase in the number of people employed and 
therefore paying premiums. The employee 
premium rate (per $100 of insurable earnings) 
was reduced from $2.25 for 2001 to $2.20 

for 2002 and to $2.10 for 2003 (with a 
corresponding decline in the employer rate). 


Other revenues consist of net gains/losses from 
Crown corporations, such as the Bank of 
Canada, Export Development Canada and 
Canada Mortgage and Housing Corporation; 
foreign exchange revenues; and other revenues, 
primarily revenues from the sales of goods 

and services. An increase of $0.9 billion, 


or 8.4 per cent, was recorded in this component, 
primarily reflecting higher foreign exchange 
revenues and higher profits from enterprise 
Crown corporations. 


The revenue ratio—budgetary revenues as a 
percentage of GDP—represents an approximate 
measure of the overall federal “tax burden” in 
that it compares the total of all federal revenues 
collected to the size of the economy. The 
revenue ratio stood at 15.4 per cent in 2002-03, 
about 1'2 percentage points below the ratio in 
2000-01. The decline in the ratio since 2000-01 
primarily reflects the impact of the tax reductions 
announced in the February 2000 budget and 

the October 2000 Economic Statement and 
Budget Update. 
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Fiscal Year 2002-2003 


It should be noted that some components of 
income subject to taxation are excluded from 
the Statistics Canada measure of GDP, such as 
capital gains and income from trusteed pension 
plans. As a result, this ratio overstates the tax 
burden. In addition, the sharp rise in capital 
gains and the growth in income from trusteed 
pension plans due to the aging of the population 
distort year-to-year changes in the ratio. 
Therefore, caution should be exercised in 
interpreting this ratio. 


Revenue Ratio 


revenues as a per cent of GDP 
20 
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Sources: Department of Finance and Statistics Canada. 


The figures in Table 2 are presented on a “net” 
basis, reflecting the way in which revenues and 
expenses are presented to Parliament in the 
Government’s annual budget. In this 
presentation, the Canada Child Tax Benefit is 
netted against income tax revenues. Certain 
departmental revenues, such as the revenues of 
consolidated Crown corporations and revenues 
levied by departments for specific services, 
including the contract costs of policing services 
in provinces, are netted against expenses. This 
classification has the effect of reducing both 
revenues and expenses but has no impact on the 
budgetary balance. Table 3 shows the impact of 
“srossing up” budgetary revenues for these 
adjustments. In 2002-03, they amounted to 
$12.7 billion, of which $7.8 billion was due to 
the Canada Child Tax Benefit. As a result, gross 
budgetary revenues were $190.2 billion in 
2002-03, up 3.6 per cent from 2001-02. 


Table 3 
Gross Budgetary Revenues 
2001-02 2002-03 Net change 
($ millions) (%) 
Net budgetary revenues 171,688 177,561 5,873 3.4 
Adjustments 
Canada Child Tax Benefit 7,471 Goce Bez 4.7 
Revenues netted against program expenses 2,935 3,020 84 2.9 
Revenues of consolidated Crown corporations 1,582 1,827 245 15:5 
Net adjustment 11,988 12,670 682 Sin! 
Gross budgetary revenues 183,676 190,232 6,556 3.6 
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TOTAL EXPENSES 


Total expenses consist of two components— 
public debt charges and program expenses. 

In 2002-03 total expenses amounted to 
$170.6 billion, up $5.9 billion, or 3.6 per cent, 
from 2001-02 (Table 4). Public debt charges 
declined by $2.4 billion, or 6.0 per cent, while 
program expenses advanced $8.3 billion, or 
6.6 per cent. Of this increase, $5.3 billion, 

or nearly two-thirds, was due to higher transfers 
to the provinces under the September 2000 
and February 2003 health agreements. 


The expense ratio—total expenses as a 
percentage of net budgetary revenues—stood 
at 96.1 per cent in 2002-03, up marginally 
from 2001-02. In 1993-94 the expense ratio 
stood at 133.2 per cent. 


Public debt charges declined by $2.4 billion, 
or 6.0 per cent, to $37.3 billion in 2002-03, 
primarily attributable to a decline in the stock 
of interest-bearing debt and lower average 
effective interest rates on that debt. 


e The average effective interest rate on the 
Government’s interest-bearing debt 
(unmatured debt and pension liabilities) 


Expense Ratio 


expenses as a per cent of revenues 
160 
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Source: Department of Finance. 
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was 6.2 per cent in 2002-03, compared to 
6.4 per cent in 2001-02. The average effective 
interest rate was 5.3 per cent on unmatured 
debt and 8.5 per cent on pension and 

other accounts. 


e The stock of total interest-bearing debt 
declined by $2.1 billion, from $622.9 billion 
in 2001-02 to $620.8 billion in 2002-03, 
as the stock of market debt declined by 
$2.5 billion to $439.8 billion, while liabilities 
to pension and other accounts increased by 
$0.4 billion to $181.0 billion. 


The interest ratio—public debt charges as a 
percentage of net budgetary revenues—declined 
from 23.1 per cent in 2001-02 to 21.0 per cent 
in 2002-03. This ratio means that, in 2002-03, 
the Government spent 21 cents of every revenue 
dollar on interest on the public debt. This is 
down from the peak of 38.7 cents in 1990-91 
and is the lowest this ratio has been since the 
late 1970s. This is money that must be paid to 
meet the Government’s ongoing obligations on 
its debt. The lower the ratio, the more flexibility 
the Government has to address the key priorities 
of Canadians. 


Composition of Net Expenses 
for 2002-03 


Transfers to 
governments 
18.0% 


Transfers to persons 
23.6% 


Other transfers 
11.8% 


Public debt interest 
21.8% 


All other 

departmental 
operating expenses 
15.6% 


Crown 
corporations 
2.8% 


Source: Public Accounts of Canada. 
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Table 4 
Total Expenses 


Transfer payments 
Major transfers to persons 
Elderly benefits 
Employment insurance benefits 
Total 


Major transfers to other levels of government 
Canada Health and Social Transfer 
Canada Health and Social Transfer supplement 
Diagnostic/Medical Equipment Fund 
Fiscal arrangements 
Alternative Payments for Standing Programs 
Total 


Subsidies and other transfers 
Agriculture and Agri-Food 
Foreign Affairs and International Trade 
Health Canada 
Human Resources Development 
Indian Affairs and Northern Development 
Industry/regional agencies 
Canada Foundation for Innovation 
Canada Health Infoway 
Other 
Total 


Total transfer payments 


Other program expenses 
Crown corporations 
Canada Mortgage and Housing Corporation 
Canadian Broadcasting Corporation 
Other 
Total 


Defence 
All other departments and agencies 
Total other program expenses 


Net program expenses 
Public debt charges 


Net expenses 


2001-02 2002-03 Net change 

($ millions) (%) 
24,641 25,692 1,051 4.3 
13,620 14,496 ras, Ss, 
38,367 40,188 1,821 4.7 
17,300 18,600 1,300 (eS) 

2,500 2,500 

1,500 1,500 
11,978 10,366 -1,612 =13,5 
-2,662 -2,321 341 -12.8 
26,616 30,645 4,029 tHe 
1,897 2,654 (ei 39.9 
2,405 2,456 51 eal 
1,617 1,619 2 0.4 
1,698 1,602 -96 -5.7 
4,557 4,649 92 a0 
2,628 Cee -306 -11.6 

500 500 

600 600 
3,519 3,674 150 4.4 
18,321 20,076 (ie ges's 9.6 
83,304 90,909 7605 9.1 
1,910 1,979 69 3.6 
983 1,047 64 oo 
1,610 1,699 89 ate 
4,503 4,724 221 4.9 
10,032 10,847 815 8.1 
27,178 26,843 -336 -1.2 
41,714 42,414 700 tek 
125,018 133,323 8,305 6.6 
39,651 37,270 -2,381 -6.0 
164,669 170,593 5,924 3.6 
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Interest Ratio 
public debt charges as a per cent of revenues 
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Source: Department of Finance. 


Program expenses amounted to $133.3 billion 
in 2002-03, an increase of $8.3 billion, or 

6.6 per cent, from 2001-02. Higher entitlements 
to provinces and territories under the Canada 
Health and Social Transfer (CHST), 

coupled with the $1.5-billion transfer to the 
Diagnostic/Medical Equipment Fund, accounted 
for nearly two-thirds, or $5.3 billion, of the 
increase in program expenses. 


Major transfer payments to persons increased 
by $1.8 billion, or 4.7 per cent. 


e Elderly benefits consist of Old Age Security, 
Guaranteed Income Supplement and spouse’s 
allowance payments. Total benefits were up 


$1.1 billion in 2002-03, reflecting both higher 


average benefits, which are indexed to 
inflation, and an increase in the number 
of recipients. 


¢ Employment insurance benefits increased 
$0.8 billion in 2002-03. About half of this 
increase is attributable to increased regular 
benefit payments, reflecting the deterioration 
in the labour market and the accompanying 
increase in the number of unemployed. Most 
of the remaining increase is due to higher 
special benefits, in particular the increase in 
parental benefits, reflecting the doubling of 
parental leave from six months to one year. 
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Major transfer payments to other levels of 
government include the CHST, fiscal 
arrangements (equalization, transfers to the 
territories, as well as a number of smaller transfer 
programs) and Alternative Payments for Standing 
Programs. Transfers increased by $4.0 billion in 
2002-03, or 15.1 per cent. 


e The CHST—a block-funded transfer— 
supports health care, post-secondary 
education, social assistance and social services, 
including early childhood development. 

It provides support in the form of cash and 
tax transfers to the provinces and territories. 
As part of the September 2000 and 
February 2003 health agreements, the 
federal government legislated an incremental 
$3.8 billion to be paid in 2002-03—of 
which $2.5 billion was in the form of a 
special supplement. An additional $1.5-billion 
investment was provided to the 
Diagnostic/Medical Equipment Fund to be 
used by the provinces and territories in 
support of specialized staff training and 
equipment, to improve access to publicly 
funded diagnostic services. 


e Total entitlements under fiscal arrangements 
decreased by $1.6 billion to $10.4 billion, 
primarily reflecting lower equalization 
entitlements. The decline in equalization 
entitlements in 2002-03 reflects 
stronger-than-expected economic growth 
in both 2001 and 2002 in the 
equalization-receiving provinces relative to 
the non-equalization-receiving provinces 
and, hence, a convergence in the estimated 
provincial fiscal capacity of the 
equalization-receiving provinces relative to 
the equalization standard. Under the 
equalization program, the federal 
government transfers funds to the less 
prosperous provinces so that they can 
provide their residents with public services 
reasonably comparable to those in other 
provinces without having to resort to 
higher-than-average taxation. 
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e The Alternative Payments for Standing 
Programs represent recoveries of federal tax 
point abatements under contracting-out 
arrangements. These arrangements allow 
provinces to assume the administrative and 
financial authority for certain federal- 
provincial programs. In turn, the federal 


government provides provinces with tax points, 


the value of which are netted against total 
entitlements and accordingly recovered from 
cash transfers. These recoveries reflect the 
growth in the value of the tax points. 


Subsidies and other transfers advanced by 

$1.8 billion, or 9.6 per cent. Most of this increase 
is attributable to increased funding to the Canada 
Foundation for Innovation ($500 million) and 
Canada Health Infoway ($600 million), as 
announced in the February 2003 budget. 
Liabilities relating to agricultural assistance were 
up strongly, primarily for crop insurance. 


Other program expenses—total program expenses 
less transfers—consist of expenses related to 
Crown corporations, and operating expenses of 
departments and agencies, including National 
Defence. These expenses amounted 

to $42.4 billion in 2002-03, up $0.7 billion, 

or 1.7 per cent, from 2001-02. Within 

this component: 


e Expenses related to Crown corporations were 
up by $0.2 billion to $4.7 billion in 2002-03. 
This component includes appropriations to 
consolidated Crown corporations (those 
Crown corporations that rely on government 
funding as their principal source of revenue). 


Program Share 


program expenses as a per cent of revenues 
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Source: Department of Finance. 


e Defence expenses increased $0.8 billion, or 
8.1 per cent, primarily reflecting incremental 
funding provided in the 2001 and 
2003 budgets. 


e All other departmental and agency expenses 
decreased by $0.3 billion, or 1.2 per cent, 
in 2002-03, as the 2001-02 results were 
affected by the inclusion of a number of large 
one-time liabilities. 


The program share—program expenses as a 
percentage of budgetary revenues—amounted to 
75.1 per cent, up from 72.7 per cent 2001-02. In 
1993-94 the program share was 98.6 per cent. 


The above numbers are presented on a “net” 
basis, as discussed in the previous section, 
“Budgetary Revenues.” Gross expenses are 
$12.7 billion higher than net expenses, as shown 
im fabless 


Table 5 
Gross Expenses 
2001-02 2002-03 Net change 
($ millions) (%) 

Net expenses 164,669 170,593 5,924 3.6 
Adjustments 

Canada Child Tax Benefit Al Woes Slo 4.7 

Revenues netted against expenses 2,936 3,020 84 2.9 

Revenues of consolidated Crown corporations IROOZ TRO2i 245 Hess 

Net adjustment 11,988 12,670 682 ane 
Gross expenses 176,657 183,263 6,606 SE 
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FINANCIAL SOURCE/REQUIREMENT AND DEBT 


The budgetary balance is the most comprehensive 
measure of the federal government’s fiscal results. 
It is presented on a full accrual basis of 
accounting, recording government liabilities 
when they are incurred, regardless of when the 
cash payment is made, and recording tax 
revenues only when cash is received. 


In contrast, the financial source/requirement 
measures the difference between cash coming in 
to the Government and cash going out. It differs 
from the budgetary balance in that it includes 
transactions in loans, investments and advances, 
federal employees’ pension accounts, other 
specified purpose accounts, foreign exchange 
activities, and changes in other financial assets, 
liabilities and non-financial assets. These 
activities are included as part of non-budgetary 
transactions. The conversion from full accrual to 
cash accounting is also reflected in non-budgetary 
transactions. Non-budgetary transactions in 
2002-03 resulted in a net source of funds 
amounting to $0.7 billion, compared to a revised 
net requirement of $7.3 billion in 2001-02. 

The improvement reflects a turnaround in 
foreign exchange activities and in the pension 
and other accounts, along with a lower 
requirement in accounts payable, receivable, 
accruals and allowances. With the shift to full 
accrual accounting, a number of classification 
changes have been incorporated, whereby 
foreign exchange activities are now part of 
non-budgetary transactions. 


With a budgetary surplus of $7.0 billion and a 
source of funds from non-budgetary transactions 
of $0.7 billion, there was a financial source of 
$7.6 billion in 2002-03, up from the revised 
financial requirement of $0.3 billion in 2001-02. 


With this financial source, the Government 
retired $2.5 billion of its market debt and 
increased its cash balances by $5.1 billion. 
Cash balances at March 31, 2003, stood at 
$16.5 billion. 


Total liabilities consist of interest-bearing debt 
and other liabilities. Interest-bearing debt 
includes market debt and liabilities for pension 
and other accounts. At March 31, 2003, 
interest-bearing debt amounted to $620.8 billion, 
down $2.1 billion from a year earlier. Other 
liabilities, which include accounts payable and 
accrued liabilities, amounted to $79.4 billion, 
down $2.1 billion from 2001-02. As a result, 
total liabilities stood at $700.1 billion. 


Financial assets consist of cash and accounts 
receivable, including tax receivables; foreign 
exchange accounts; and loans, investments and 
advances. Financial assets totalled $135.3 billion 
at March 31, 2003, up $1.9 billion from 

March 31, 2002. As a result, net debt stood 

at $564.8 billion at March 31, 2003, down 

$6.1 billion from March 31, 2002, and 

$47.5 billion below the peak of $612.3 billion 
ateMarch 31,1997, 


17 


Fiscal Year 2002-2003 


Table 6 
Budgetary Balance, Financial Source/Requirement and Net Financing Activities 
1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 
($ billions) 
Surplus for the year ya 2.8 13.1 20.2 7.0 0 
Non-budgetary transactions 
Pension and other accounts 
Public sector pensions (net) SRS: 5:0 5.9 0.8 -2.3 = 
Canada Pension Plan 0.5 ie 0.8 0.2 0.4 0.3 
Other 0.3 1.4 Ono 1.9 0.9 1.3 
Total 4 7.6 hee. 2.9 -1.0 0.4 
Capital investing activities -3.0 =3.7 “2.0 +20) -4.4 -4.8 
Other investing activities 4.9 2.9 al 1-0 1.9 0.8 
Other activities 
Accounts payable, receivable, 
accruals and allowances 2.8 -0.3 -8.1 -4,.4 -4.6 -2.2 
Foreign exchange activities -2.2 SOA -6.8 -8.8 -1.8 3.1 
Amortization of tangible capital assets 2.3 2.3 2.3 2.3 2.6 3.3 
Total other activities 3.0 -3.7 -12.7 -10.8 -3.8 4.2 
Total non-budgetary transactions 9.0 Sal -5.3 -8.9 -7.3 0.7 
Financial source/requirement 11.1 5.9 7.8 11.3 -0.3 7.6 
Net change in financing activities 
Marketable bonds 15.8 9.6 -0.9 1.0 -1.1 -5.6 
Treasury bills -23.1 -15.4 2.9 sh tee er) 10.4 
Canada Savings Bonds -2.7 -2.1 1.2 -0.4 -2.3 -1.4 
Other 0.5 1.0 -4.9 0.5 -6.2 -5.9 
Total -9.6 -6.9 -4.0 -10.0 -4.4 -2.5 
Change in cash balances ie -1.0 3.8 ie: -4.4 Sal 
Cash in bank (March 31) i eve 10.7 14.5 stents) 11.4 16:5 


With the implementation of full accrual 
accounting, the Government is now including the 
value of its non-financial assets, such as capital 
assets and inventories, on its balance sheet. 

At March 31, 2003, non-financial assets 
amounted to $54.2 billion, up $0.8 billion from 
a year earlier. As a result, the federal debt 
(accumulated deficit) stood at $510.6 billion at 
March 31, 2003, down a total of $52.3 billion 
from its peak in 1996-97. 
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Foreign holdings of the Government of Canada’s 


outstanding market debt are estimated at 
$84.7 billion at the end of March 2003. 


This represents 19.3 per cent of the 
Government’s total market debt. 


Table 7 
Outstanding Debt at Year-End 


Liabilities 
Accounts payable and accrued liabilities 
Interest-bearing debt 
Unmatured debt 
Pension and other accounts 
Total 


Total liabilities 


Financial assets 
Cash and accounts receivable 
Foreign exchange accounts 
Loans, investments and advances 
Total financial assets 


Net debt 


Non-financial assets 
Tangible capital assets 
Inventories 
Prepaid expenses 
Total non-financial assets 


Federal debt (accumulated deficit) 
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1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 
($ billions) 

62:2 85.8 82.2 87.0 S15 79.4 
467.3 460.4 456.4 446.4 442.3 439.8 
163.9 Tf 178.7 181.6 180.6 181.0 
631.2 631.9 635.1 628.0 622.9 620.8 
713.4 TMG ates) aiken®) 704.3 700.1 

95:2 55.9 61.0 67.0 59.8 62.6 

29.0 34.7 41.5 50:3 52:0 49.0 

18.4 iS) esc 21.4 21.6 Zouk 
102.5 108.2 ZO, Woof 133.4 135.3 
610.9 609.5 596.6 576.3 570.9 564.8 

43.3 44.6 44.6 44.2 45.7 47.0 

6.0 6.1 6.3 6.6 6.4 6.1 
0.9 0.9 0.9 0.9 hea el 

50.2 Outne 51.8 Sle 53.4 54.2 

560.7 557.9 544.7 524.6 517.5 510.6 


Interest-Bearing Debt 


billions of dollars 
700 


WB Pension and other 
(J Unmatured debt 
500 


Source: Public Accounts of Canada. 
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COMPARISON OF ACTUAL BUDGETARY OUTCOMES 


TO BUDGET ESTIMATES 


This section compares the actual outcome for the 
major components of the budgetary balance for 
2002-03 to the estimates presented in the 
February 2003 budget. As the estimates 
contained in the December 2001 budget for 
2002-03 were not presented on a full accrual 
basis, no attempt will be made to provide a 
reconciliation to those estimates. 


The Government targeted a balanced budget for 
2002-03 in the February 2003 budget. Under the 
Debt Repayment Plan, the fiscal target for each 
year is based on: 


e Using the average of private sector economic 
forecasts for budget-planning purposes. 


e Including an annual Contingency Reserve to 
cover risks arising from unpredictable events 
and unavoidable inaccuracies in the economic 
and fiscal models used to translate the 
economic assumptions into detailed budget 
forecasts. It is not a source of funding for 
new policy initiatives. If not needed, it is used 
to pay down the public debt. For 2002-03 
the Contingency Reserve was set at $3 billion 
in the February 2003 budget. 


e Adding an extra degree of economic prudence 
to provide further assurance against falling 
back into deficit. No additional prudence 
was added in the February 2003 budget for 
2002-03, given that the fiscal year was 
nearly over. 


After accounting for the fiscal impact of the new 
spending initiatives and tax cuts, the February 
2003 budget estimated a balanced budget or 
better in 2002-03. This target was backed by the 
normal $3-billion Contingency Reserve. 
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On a full accrual basis of accounting, the final 
audited budgetary surplus for 2002-03 was 
$7.0 billion. This improvement is primarily 
attributable to one-time factors affecting program 
expenses. Within program expenses, all other 
expenses were $2.5 billion lower than estimated 
in the February 2003 budget, primarily reflecting 
one-time adjustments to allowances for loans to 
foreign countries, and revisions to the accrual 
adjustments. Entitlements under the fiscal 
arrangements programs, primarily equalization 
entitlements, were also lower than estimated at 
the time of the 2003 budget. Data revisions 
since the budget indicated a narrowing of 

fiscal disparities between the equalization- and 
non-equalization-receiving provinces, which 
resulted in lower equalization entitlements for 
both 2001-02 and 2002-03. The downward 
adjustment in 2002-03, therefore, incorporates 
both the prior-year revisions as well as those in 
2002-03. In addition, employment insurance 
benefits were $0.5 billion lower than expected, 
while elderly benefits were $0.1 billion lower. 


In contrast, budgetary revenues were 

$1.2 billion lower than estimated in the 
February 2003 budget, primarily attributable 
to lower-than-expected personal income tax 
revenues. Offsetting some of this decline 
were higher net gains from enterprise Crown 
corporations and exchange fund activities. 
Public debt charges were marginally lower 
than expected. 
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Table 8 
Comparison of Actual Outcomes to February 2003 Budget 
Actual 2003 budget Difference 
($ billions) 
Budgetary revenues 
Personal income tax Silt 84.2 -2.5 
Corporate income tax Zoe 21.9 0.3 
Other income tax 3.3 2.9 0.4 
Excise taxes and duties 41.4 41.6 -0.2 
Employment insurance premium revenues 17.9 18.3 -0.4 
Non-tax revenue thst 9.8 1.3 
Total Whee issn -1.2 
Program expenses 
Major transfers to persons 
Elderly benefits Zow Zoro -0.1 
Employment insurance benefits 14.5 16.0 -0.5 
Major transfers to other levels of government 
Canada Health and Social Transfer 22.6 220 0.0 
Fiscal arrangements 10.4 12.7 -2.4 
Alternative Payments for Standing Programs -2.3 -2.5 0.2 
All other expenses 625 65.0 -2.5 
Total 133.3 138.6 -5.2 
Public debt charges 37.3 Shee al 
Budgetary outcome/estimate 7.0 3.0 4.0 
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REPORT OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance: 


The accompanying condensed statements of operations and accumulated deficit, financial position, change 
in net debt and cash flow are derived from the complete financial statements of the Government of Canada 
as at March 31, 2003, and for the year then ended on which I expressed an opinion without reservation in 
my Report to the House of Commons dated September 29, 2003. 


My Report drew two matters I have raised before to Parliament’s attention: a concern about 

the Employment Insurance Account, and the recording of transfers to Foundations. For more 
complete information, readers should refer to my Report, which will be included in Volume I of the 
2003 Public Accounts of Canada, expected to be tabled in the House of Commons later this year. 


The fair summarization of the complete financial statements is the responsibility of the Government. 
My responsibility, in accordance with the applicable Assurance Guideline of The Canadian Institute 
of Chartered Accountants, is to report on the condensed financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material 
respects, the related complete financial statements in accordance with the criteria described in the 
Guideline referred to above. 


Since these are condensed financial statements, readers are cautioned that these statements may not be 
appropriate for their purposes. For more information on the Government’s financial position, results of 
operations and cash flow, reference should be made to the related complete financial statements, which will 
also be included in Volume I of the 2003 Public Accounts of Canada. 


Pte Om Aheaoe 
Sheila Fraser, FCA 
Auditor General of Canada 


Ottawa, Canada 
September 29, 2003 
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CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The fundamental purpose of these condensed of the 2003 Public Accounts of Canada, which 
financial statements is to provide an overview of are expected to be tabled in Parliament later 

the financial affairs and resources for which the this year. As these condensed financial statements 
Government is responsible under authority are, by their nature, summarized, they do not 
granted by Parliament. Responsibility for the include all disclosure required for financial 
integrity and objectivity of these statements rests reporting by governments in Canada. Readers 
with the Government. interested in the disclosure of more detailed data 


should refer to the audited financial statements in 


These financial statements are extracted ticiPaliconc oante 


and condensed from the audited financial 
statements included in Section 2 of Volume I 


Table 9 


Government of Canada 
Condensed Statement of Operations and Accumulated Deficit 
for the Year Ended March 31, 2003 


Restated 
2003 2002 
Budget! Actual Actual 
($ millions) 
Revenues 
Income tax 117,000 115,043 114,139 
Other taxes and duties 41,600 41,357 37,133 
Employment insurance premiums 18,300 17,870 17,637 
Other revenues 14,200 15,902 14,767 
Total revenues 191,100 190,232 183,676 
Expenses 
Transfer payments 
Old Age Security and related payments 25,800 25,692 24,641 
Other levels of government 32,800 30,645 26,616 
Employment insurance benefits 15,000 14,496 13,726 
Other transfer payments 28,000 27,899 25,192 
101,600 98,732 90,775 
Other program expenses 49,400 47,261 46,231 
Total program expenses 151,000 145,993 137,006 
Interest on debt 37,100 cre Tae) 39,651 
Total expenses 188,100 183,263 176,657 
Annual surplus 3,0002 6,969 7,019 
Accumulated deficit, beginning of year—previously reported 517,545 545,396 
Changes in accounting policies (See note 2 on page 28) 20,832 
Accumulated deficit, beginning of year—restated 517,545 524,564 
Accumulated deficit, end of year 510,576 517,545 


1 Derived from Budget 2003 and adjusted to a gross basis. 


2 In Budget 2003 the surplus for the year is equivalent to the Contingency Reserve. 


25 


Fiscal Year 2002-2003 


Table 10 
Government of Canada 


Condensed Statement of Financial Position 


as at March 31, 2003 


Liabilities 
Accounts payable and accrued liabilities 
Interest-bearing debt 
Unmatured debt 
Payable in Canadian currency 
Payable in foreign currencies 
Total 
Pension and other liabilities 
Public sector pensions 
Other employee and veteran future benefits 
Other 
Total 
Total interest-bearing debt 


Total liabilities 


Financial assets 
Cash and accounts receivable 
Foreign exchange accounts 


Loans, investments and advances 
Enterprise Crown corporations and other 
government business enterprises 
Other 
Allowance for valuation 


Total loans, investments and advances 
Total financial assets 
Net debt 


Non-financial assets 
Tangible capital assets 
Other 


Total non-financial assets 


Accumulated deficit 


Restated 
2003 2002 

($ millions) 
79,384 81,453 
418,611 415,239 
PA WA EOSe 
439,752 442,271 
125,708 126,921 
38,844 388,280 
16,452 ey 4441 7 
181,004 180,618 
620,756 622,889 
700,140 704,342 
62,626 59,833 
48,950 52,046 
4 laters 13,688 
18,631 eooo 
(9,438) (9,487). 
25,746 ZiLooo 
135,324 133,435 
564,816 570,907 
47,034 45,724 
7,206 7,688 
54,240 53,362 
510,576 517,545 
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Table 11 


Government of Canada 
Condensed Statement of Change in Net Debt 
for the Year Ended March 31, 2003 


Restated 
2003 2002 
Budget! Actual Actual 
($ millions) 
Net debt, beginning of year—previously reported 570,900 570,907 545,396 
Changes in accounting policies (see note 2 on page 28) 30,909 
Net debt, beginning of year—restated 570,900 570,907 576,305 
Change in net debt during the year 
Annual surplus (3,000) (6,969) (7,019) 
Acquisition of tangible capital assets 4,400 5,051 4,485 
Amortization of tangible capital assets (3,000) (3,341) (2,588) 
Other (832) (281) 
Net decrease in net debt (1,600) (6,091) (5,398) 
Net debt, end of year 569,300 564,816 570,907 
1 Derived from Budget 2003. 
Table 12 
Government of Canada 
Condensed Statement of Cash Flow 
for the Year Ended March 31, 2003 
Restated 
2003 2002 
($ millions) 
Cash provided by operating activities 
Annual surplus 6,969 7,019 
Items not affecting cash 4,620 (4,831) 
11,589 2,188 
Cash used for capital investment activities (4,763) (4,429) 
Cash provided by investing activities 819 1,932 
Total cash generated (required) before financing activities 7,645 (309) 
Cash provided by (used for) financing activities 
Net increase in Canadian currency borrowings 3,372 1,994 
Net decrease in foreign currency borrowings (5,891) (6,126) 
(2,519) (4,132) 
Net increase (decrease) in cash 5,126 (4,441) 
Cash at beginning of year 11,360 15,801 
Cash at end of year 16,486 11,360 
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Notes to the Condensed Financial Statements 


1. Significant Accounting Policies 


The Government of Canada reporting entity 
includes all departments, agencies, corporations 
and funds which are owned or controlled by the 
Government and which are accountable to 
Parliament. The financial activities of all these 
entities are consolidated in these statements, 
except for enterprise Crown corporations and 
other government business enterprises, which are 
not dependent on the Government for financing 
their activities. These corporations are reported 
under the modified equity basis of accounting. 
The Canada Pension Plan is excluded from the 
reporting entity as it is under the joint control of 
the Government and participating provinces. 


The Government accounts for transactions on 
an accrual basis. Financial assets recorded on 
the Condensed Statement of Financial Position 
can provide resources to discharge liabilities or 
finance future operations and are recorded at 
the lower of cost or net realizable value. 
Non-financial assets cannot normally be 
converted into cash to finance future operations 
without disrupting government operations; 

they are recorded at cost less accumulated 
amortization. Liabilities are recorded at the 
estimated amount ultimately payable, with public 
sector pension and other employee and veteran 
future benefits being determined on an actuarial 
basis. Valuation allowances are established for 
loan guarantees, concessionary and sovereign 
loans, and other obligations. 


Some amounts in these statements are based 

on estimates and assumptions made by the 
Government. By their nature, such estimates are 
subject to measurement uncertainty, although all 
of them are believed to be reasonable. 


Comparative figures for 2002 have been 
reclassified to conform to the current 
year’s presentation. 


2. Changes in Accounting Policies 


In 2003 the Government changed its basis of 
accounting from modified accrual to full accrual. 
These changes have been applied retroactively, 
with restatement of the 2002 financial 
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statements. The nature of the changes and their 
effect on the 2002 opening accumulated deficit 
and net debt are as follows: 


Accumulated Net 
deficit debt 
($ millions) 
Tangible capital assets -42,785 1,429 
Other employee and 
veteran future benefits 34,466 34,466 
Tax revenues -11,024 -11,024 
Other liabilities 10,008 10,008 
Inventories and 
prepaid expenses -/,027 
Investments in enterprise 
Crown corporations -3,970 -3,970 
Total effect -20,832 380,909 


The Government also adopted a new financial 
statement format to reflect the full accrual basis 
of accounting and introduced a new Statement of 
Change in Net Debt. 


3. Contractual Commitments 


Contractual commitments that will materially 
affect the level of future expenses include transfer 
payment agreements, acquisitions of goods 

and services, operating leases and funding of 
international organizations. At March 31, 2003, 
contractual commitments amounted to 
approximately $33 billion ($30 billion in 2002). 


4. Contingent Liabilities 


Contingent liabilities related to guarantees by 
the Government and international organizations 
amount to $75 billion ($77 billion in 2002). 
There are thousands of claims and pending 
and threatened litigation cases against the 
Government; the total amount claimed in these 
instances is significant but the final outcome is 
not determinable. Insurance in force relating to 
self-sustaining insurance programs operated by 
three enterprise Crown corporations amounted 
to approximately $646 billion ($615 billion in 
2002). The Government expects that it will not 
incur any costs to cover insurance claims under 
these programs. 


Other Sources of Information 


The Public Accounts of Canada 


The Public Accounts of Canada, as required 
under section 64(1) of the Financial 
Administration Act, are tabled in the fall 

of each year by the President of the 
Treasury Board. This report is presented in 
two volumes: 


¢ Volume I contains the Government’s audited 
financial statements and supporting 
schedules and information; and 


¢ Volume II contains details of financial 
operations by ministry (Part I) and additional 
information and analyses (Part II). 


The Budget 


The budget, usually introduced in February, 
presents the Government’s overall fiscal plan, 
incorporating revenue projections and spending 
plans, which combine to determine the resulting 
budgetary balance. The budget also introduces 
proposals for changes in taxation. 


The Fiscal Monitor 


This monthly newsletter produced by the 
Department of Finance highlights the financial 
results of the Government together with the 
reasons underlying major variances. 


Debt Management Strategy 


This report is tabled annually in Parliament. 
It provides information on the federal 
government’s debt management strategy for 
the coming fiscal year. 
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Debt Management Report 


This annual document provides an accounting 
of the key elements of federal debt strategy 
and describes various strategic and operational 
aspects of the Government’s debt program and 
cash management activities over the past 

fiscal year. 


The Estimates 


Each year the Government prepares Estimates 
in support of its request to Parliament for 
authority to spend public monies. This request 
is formalized through the tabling of 
appropriation bills in Parliament. The Estimates 
are tabled in the House of Commons by the 
President of the Treasury Board and consists 

of three parts: 


Part I- The Government Expenditure Plan 
provides an overview of federal spending and 
summarizes the relationship of the key elements 
of the Main Estimates to the Expenditure Plan 
set out in the budget. 


Part II — The Main Estimates directly support 
the Appropriations Act. 


Part Il — Departmental Expenditure Plans, 
which consist of two components — Reports on 
Plans and Priorities and Departmental 
Performance Reports. 
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Fiscal Year 2003-2004 


The Government of Canada posted a budgetary surplus of 
$9.1 billion in 2003-04, marking the seventh consecutive year 
in which it has recorded a surplus—the first time this has occurred 
since Confederation. 


Consistent with generally accepted accounting principles, the entire 

$9.1 billion has been applied to reduce the federal debt. The better- 
than-expected outcome is primarily due to much higher-than-expected 
budgetary revenues in the final quarter of the fiscal year, in part 
reflecting stronger-than-expected nominal income growth in that 
quarter. As well, the revenue yield—that is, the amount of tax revenue 
collected per dollar of income—was significantly higher than anticipated, 
particularly in light of the incremental tax reductions that came into 
effect as part of the Five-Year Tax Reduction Plan. 


As a result of the budgetary surpluses recorded since 1997-98, 
the federal debt (accumulated deficit) has been reduced by 
$61.4 billion to $501.5 billion from its peak of $562.9 billion 
in 1996-97. Taking all levels of government together (federal, 
provincial and local governments and the Canada and Quebec 
Pension Plan), the Organisation for Economic Co-operation 
and Development estimates that Canada was the only Group 
of Seven (G-7) country to post a surplus in 2003. 
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Federal debt as a percentage of the economy was 41.1 per cent 

in 2003-04, a reduction of 27.3 percentage points from its peak 

of 68.4 per cent in 1995-96. On an international basis, for the total 
government sector Canada has made more progress in reducing its 
debt burden than any other G-7 country. From having the second 
highest debt burden in the mid-1990s, Canada’s net debt burden was 
below the G-7 average and below those in the United States, France, 
Germany, Italy and Japan in 2003. The United Kingdom had 

a marginally lower debt burden than Canada in 2003. 


The reduction in the federal debt burden is important for a variety of 
reasons. A lower debt burden, resulting from a reduction in interest- 
bearing debt, means that a smaller portion of the revenue the 
Government collects from taxpayers must go towards debt-servicing 
payments, thereby leaving more resources for reducing taxes and 
funding valued programs and services. The savings to the Canadian 
taxpayer from lower debt servicing costs stand at over $3 billion 
per year. A lower debt burden also lessens the exposure of Canada’s 
fiscal situation to economic shocks, especially an increase in interest 
rates or a prolonged slowdown in economic activity. Sustained 
balanced budgets and putting the debt on a steady downward track 
have also restored Canada’s Triple-A credit rating in financial 
markets. Since this effectively sets the standard for the whole 
country, everyone benefits—from provinces and municipalities to 
individuals wanting to buy a home, start a business or run a farm. 


Simple fairness also demands that future generations not be saddled 
with a debt they did not incur. Right now, even after the progress 
we’ve made in eliminating the deficit and reducing debt, annual 
debt-servicing costs (at some $35 billion) are still the largest single 
expense of the Government of Canada. Unless we continue to reduce 
the debt burden, the inheritance we leave to our children and 
grandchildren will be a heavy mortgage on their futures. 


We also have to begin to prepare now for an aging population. 

In Canada the real force of this demographic trend will hit when 

the baby boomers begin to retire around 2010—a little over 

six years from now. As the largest generation ever leaves the 
workforce, a much smaller one will be left to take its place. This will 
have at least two profound effects on our society: first, there will be 
greater demand for the social programs we value, particularly health 
care; and second, there will be fewer people working to support 
those programs. This again speaks to why it is so important to pay 
down debt, year after year. The less debt we carry, the more 
flexibility we have to meet emerging demographic pressures. 


PrP 


In the March 2004 budget, we set an objective of reducing Canada’s 
debt-to-GDP (gross domestic product) ratio from about 41 per cent 
today to 25 per cent within 10 years. Achieving the 25-per-cent 
debt-to-GDP ratio will mean that less government revenue will 

have to go to pay interest on public debt and that billions of dollars 
more will be available to help make up for fewer Canadians in the 
workplace of the future. 


Good fiscal management requires that the Government equip itself 
with the best possible economic and fiscal projections. To that end, 

I have launched a comprehensive review of how we do our economic 
and fiscal forecasting. Such a review was last done in 1994 and much 
has changed since then—including the elimination of the deficit, 

the Government’s commitment to maintaining a balanced budget 

or better each year, and the shift to full accrual accounting for the 
presentation of the Government’s financial statements. The time has 
again come to test our assumptions and make sure that we are still 
using best practices—benchmarking ourselves against the best in the 
world. The Government of Canada is grateful to Mr. Tim O’Neill, 

a distinguished private sector economist, for leading this important 
analysis. It is my hope that such a review could be completed in time 
for the next federal budget. 


The financial data in this report are based on the audited results, 
which will appear in more detail in the Public Accounts of Canada 
2004, scheduled for tabling in the House of Commons this fall. They 
cover the federal government’s spending and revenue performance 
for the past fiscal year (April 1, 2003 to March 31, 2004) and detail 
the factors affecting these results. In addition, the Fiscal Reference 
Tables publication has been updated to incorporate the results for 
2003-04 and historical revisions to the National Economic and 
Financial Accounts published by Statistics Canada. These tables 

are an integral part of this report. 


The Honourable Ralph Goodale, P.C., M.P. 
Minister of Finance 
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Note to Readers 


The figures contained in this report are presented on a net basis, consistent with the presentations in 

the budgets and in the Appropriation Acts, as approved by Parliament. In contrast, the figures in the 
Public Accounts of Canada 2004 are presented on a gross basis. The differences in classification affect 
both budgetary revenues and program expenses by a corresponding amount and, as such, have no impact 
on the budgetary balance. The impact of these classification differences on budgetary revenues and 
program expenses is explained in this report. 


The Government reports all revenues and expenses on an accrual basis. Further details on the Government’s 
accounting policies can be found in the section entitled “Notes to the Condensed Financial Statements” 
and in the Public Accounts of Canada 2004. 


REPORT HIGHLIGHTS 
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¢ Ona full accrual basis of accounting, a budgetary surplus of $9.1 billion was achieved in 2003-04. 
This marks the seventh consecutive year the federal budget has been in surplus. 


e Federal debt stood at $501.5 billion at the end of 2003-04, down $61.4 billion from its peak of 
$562.9 billion in 1996-97. The federal debt-to-GDP ratio is 41.1 per cent, down sharply from its peak 
of 68.4 per cent in 1995-96. It is at its lowest level since 1983-84. 


¢ Market debt—the debt issued on credit markets—as a percentage of GDP has declined to 36.1 per cent 


from the peak of 58.2 per cent in 1995-96. 


e The revenue-to-GDP ratio declined in 2003-04 to 15.3 per cent. While it has fallen by 1.7 percentage 
points since 2000-01, primarily reflecting the impact of the tax reductions announced in the 
February 2000 budget and October 2000 Economic Statement and Budget Update, it was little 
changed in 2003-04 notwithstanding the legislated decline in corporate and personal taxes. 


e The program expenses-to-GDP ratio increased slightly to 11.6 per cent in 2003-04 from 11.5 per cent 


in 2002-03. 


e Public debt charges declined by $1.5 billion in 2003-04. As a percentage of revenues, public debt 
charges were 19.2 per cent in 2003-04, down from its peak of about 39 per cent in 1990-91. 


It is now at its lowest level since the late 1970s. 


The Budgetary Balance 


A budgetary surplus of $9.1 billion was recorded 
in 2003-04, up $2.1 billion from the surplus of 
$7.0 billion in 2002-03. The increase in the surplus 
is primarily due to strong growth in nominal 
income—the applicable tax base for budgetary 
revenues—up 5.3 per cent, and a decline in public 
debt charges, reflecting the decline in short-term 
interest rates. Budgetary revenues increased by 
$8.4 billion, or 4.7 per cent, reflecting strong 
growth in corporate (up $5.2 billion or 

23.4 per cent) and personal (up $3.2 billion 

or 3.9 per cent) income tax revenues. Public debt 
charges declined by $1.5 billion, or 4.0 per cent. 
Program expenses increased by $7.8 billion, 

or 5.8 per cent, primarily reflecting the impact 

of previous budget measures. 


In the March 2004 budget, the Government 
estimated the budgetary surplus at $1.9 billion 
for 2003-04. This amount was allocated to the 
Contingency Reserve. This was after responding 
to a number of shocks that hit the economy in 
2003—the bovine spongiform encephalopathy 
(BSE) crisis, the severe acute respiratory 
syndrome (SARS) outbreak, Hurricane Juan 
across Atlantic Canada, and forest fires in 


British Columbia. It was also after providing an 
additional $2.4 billion to the provinces and 
territories for health care. The better-than- 
expected outcome for 2003-04 compared to 
the March 2004 budget estimate is primarily 
attributable to much higher-than-expected 
budgetary revenues in the final quarter of the 
fiscal year, in part reflecting much stronger-than- 
expected income growth in the first quarter of 
2004. In addition, the revenue yield—that is, 


Budgetary Balance 


billions of dollars per cent of GDP 
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Sources: Public Accounts of Canada and Statistics Canada. 
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the amount of tax revenue collected per dollar 
of income—was significantly higher than 
anticipated. A decline in the ratio had been 
expected, given the scheduled $4.5-billion tax 
decrease in 2003-04 as part of the $100-billion 
Five-Year Tax Reduction Plan. 


Budgetary revenues were $5.1 billion higher, 
due primarily to stronger-than-expected growth 
in personal and corporate income tax revenues 
and in other revenues. Program expenses were 
$2.0 billion lower than expected, in part 
reflecting higher-than-expected lapses resulting 
from the year-end spending freeze and delays in 
implementing initiatives from previous budgets. 


The budgetary surplus of $9.1 billion, or 0.7 per cent 
of GDP, in 2003-04 represents a substantial 
improvement from the deficit of $38.5 billion, 

or 5.3 per cent of GDP, in 1993-94. As a percentage 
of GDP, all of this fiscal improvement since 1993-94 
is attributable to the decline in total expenses. 
Program expenses as a percentage of GDP declined 
from 15.7 per cent in 1993-94 to 11.6 per cent 

in 2003-04, while public debt charges fell from 
5.5 per cent in 1993-94 to 2.9 per cent in 2003-04. 
In contrast, budgetary revenues fell from 

16.0 per cent in 1993-94 to 15.3 per cent 

in 2003-04. 


Sound financial management has been at the 

core of the Government’s economic strategy over 
the past 10 years. This strategy has put an end 

to almost three decades of chronic deficits and 
replaced them with seven consecutive surpluses— 
an achievement unparalleled since Confederation. 
The commitment to sound financial management 
allowed Canada to post a total government 
sector budgetary surplus in 2003, while all other 
G-7 countries recorded deficits. It has brought 
Canada’s total government sector debt-to-GDP 
ratio from the second highest in the G-7 in the 
mid-1990s to the second lowest level in 2003. 


Since posting its first budgetary surplus in 
1997-98, Canada has led the G-7 in job creation 
and real GDP growth. The Government’s fiscal 
credibility allowed monetary policy to support 
the economy during the global slowdown in 2001 
and to cope with a series of significant shocks 
that hit the Canadian economy in 2003. 


Federal Debt 


The 2003-04 surplus of $9.1 billion brings the 
federal debt—the accumulation of annual deficits 
and surpluses—down to $501.5 billion. From its 
peak of $562.9 billion in 1996-97, federal debt 
has declined by $61.4 billion. As a share of GDP, 
federal debt dropped to 41.1 per cent in 
2003-04, down 27.3 percentage points from the 
peak of 68.4 per cent in 1995-96. This is the 
eighth consecutive year in which the federal debt- 
to-GDP ratio has declined, bringing it to its 
lowest level since 1983-84. Federal debt at the 
end of 2003-04 was $15,758 for each Canadian, 
down from $16,188 a year earlier and down 
from $18,876 at the end of 1996-97, the last 
year the federal government recorded a deficit. 


Federal Debt (Accumulated Deficit) 
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Federal Debt (Accumulated Deficit) 


Since 2002-03 the financial statements of the Government of Canada have been presented on a full 
accrual basis of accounting. Under the previous accounting standard—modified accrual accounting— 
net debt and the accumulated deficit were identical. Under the new standard, net debt now includes a 
comprehensive costing for financial liabilities but excludes non-financial assets. The accumulated deficit 
includes both. It is the sum of all surpluses and deficits in the past. 


Federal debt, referred to in the budget documents and the Annual Financial Report of the Government 
of Canada, is the accumulated deficit. It is the federal government’s main measure of debt, as annual 
changes in this measure determine the budgetary balance. 


Table 14 
Financial Highlights 
1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 


($ billions) 
Budgetary transactions 
Revenues 1o2a 156.1 166.1 182.7 Was Sa Wifes: 186.2 
Expenses 
Program expenses -106.9 -110.0 -109.6 -118.7 -125.0 -133.6 -141.4 
Public debt charges -43.1 -43.3 -43.4 -43.9 -39.7 -37.3 -35.8 
Total expenses -150.0 -153.3 -153.0 -162.6 -164.7 -170.9 -177.1 
Budgetary balance aes 2.8 13.1 20.2 7.0 7.0 9.1 
Non-budgetary transactions 9.0 2.4 “0.3 -8.9 -7.4 0.6 -2.8 
Financial source/requirement Ae SZ 7.9 11.3 -0.3 7.6 6.2 
Net change in financing activities -9.6 -6.2 -4.0 -10.0 -4,4 “2.0 -2.2 
Net change in cash balances i) -1.0 3.8 1.3 -4.4 Se 4.1 
Cash balance at end of period Titan 10.7 14.5 15:8 11.4 iene 20:5 
Financial position 
Total liabilities THe: 714.9 Taloes) 45.1 704.3 700.1 FOtan 
Total financial assets 103.3 108.3 120.9 138.8 133.4 1S5s3 144.8 
Net debt 607.9 606.6 595.0 5/6.8 570.9 564.8 556.3 
Non-financial assets AT 2 48.7 50.2 uliaig 53.4 54.2 54.8 
Federal debt 
(accumulated deficit) 560.7 557.9 544.7 524.6 517.5 510.6 501.5 
Financial results (% of GDP) 
Budgetary revenues W752 yl 16.9 1.0 1.0 15.4 keys: 
Program expenses zen 12:0 tz AO 11.3 1 is 141.6 
Public debt charges 49 47 4.4 4A 3.6 3.2 2.9 
Budgetary balance 0.2 0.3 1.3 1.9 0.6 0.6 Our 
Federal debt 
(accumulated deficit) bs) 61.0 55.4 48.7 46.7 44.4 A414 


Note: Numbers may not add due to rounding. 
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Federal debt consists of interest-bearing debt and 
other liabilities, net of financial and non-financial 
assets. Interest-bearing debt, in turn, consists of 
unmatured, or market, debt and the Government’s 
obligations to internally held accounts—primarily 
the liabilities for the federal government employees’ 
pension plans. All of the decrease in the federal 
debt of $9.1 billion in 2003-04 is attributable 

to an increase of $9.5 billion in financial assets— 
cash and accounts receivable and loans, 
investments and advances. Market debt declined 
by $2.2 billion while obligations to pension and 
other accounts increased by $2.6 billion. Both 
other liabilities and non-financial assets increased 


by $0.6 billion. 


Financial Source/Requirement 


The financial source/requirement measures 
the difference between cash coming in to the 
Government and cash going out. There was a 
financial source of $6.2 billion in 2003-04, 
compared to a financial source of $7.6 billion 
in 2002-03. This lower source is primarily 
attributable to higher cash requirements for 
investing activities, in part due to increased 
direct financing to students. 


Io 


Budgetary Balance and 
Financial Source/Requirement 


billions of dollars 


{__] Budgetary balance 
—— Financial source/requirement 


1983-84 1987-88 1991-92 1995-96 1999-00 2003-04 


Sources: Public Accounts of Canada and Statistics Canada. 


BUDGETARY REVENUES 


Budgetary revenues were reported at $186.2 billion, 
an increase of $8.4 billion, or 4.7 per cent, from 
2002-03. Nominal income—the applicable tax 
base for revenues—advanced by 5.3 per cent in 
2003, up from the increase of 4.5 per cent in 
2002. The net impact of stronger nominal income 
growth in 2003 on revenues was somewhat 
dampened by the incremental impact of the tax 
reductions introduced in previous budgets, 
especially the restoration of full indexation of the 
personal income tax system, increases in the 
Canada Child Tax Benefit (which are netted 
against personal income tax revenues) and 
reductions in the corporate income tax rate. 
However, the revenue yield, at 15.3 per cent, 

was significantly higher than expected, given the 
legislated tax reductions. Most of the increase in 
budgetary revenues resulted from higher personal 
and corporate income taxes. 
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Composition of Net Revenues 
for 2003-04 


Corporate income tax 


14.7% 
Employment 
insurance premiums 
9.4% 


Other 
revenues 
6.4% 


Personal income tax 
45.6% 


Other excise 
taxes and duties 
7.0% 


Other income tax 
1.7% 


Source: Public Accounts of Canada. 


Budgetary revenues were $5.1 billion higher 
than estimated in the March 2004 budget. 
The higher revenues are attributable to the 


Table 2 
Revenues 
2002-03 2003-04 Net change 
($ millions) (%) 
Tax revenues 
Net income tax collections 
Personal income tax S1nf OF 84,895 3,188 3.9 
Corporate income tax Deseo ZU4o1 5,209 23.4 
Other income tax revenues 3,291 3,142 -149 -4.5 
Total 107,220 115,468 8,248 T# 
Other taxes and duties 
Goods and services tax (GST) 28,248 28,286 38 0.1 
Customs import duties S210 2,887 -391 -11.9 
Energy taxes 4,935 4,952 is 0.3 
Air Travellers Security Charge 421 410 -11 -2.6 
Other excise taxes and duties 4,475 4,830 355 7.9 
Total AN S87 41,365 8 0.0 
Net tax revenues 148,577 156,833 8,256 5.6 
Employment insurance premium revenues 17,870 17,546 -324 -1.8 
Net other revenues 
Crown corporation revenues 3,748 4,719 971 25.9 
Foreign exchange revenues 3,379 2,090 -1,289 -38.1 
Other revenues 4,258 5,020 762 17.9 
Total 1,385 11,828 443 3.9 
Net budgetary revenues 177,832 186,207 8,375 4.7 


Note: Numbers may not add due to rounding. 
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stronger-than-expected economic growth in 

the final quarter of the 2003-04 fiscal year and 

to a higher-than-estimated revenue yield. 
Notwithstanding a scheduled $4.5-billion tax 
decrease in 2003-04 as part of the $100-billion 
Five-Year Tax Reduction Plan, the revenue yield 
was roughly unchanged, whereas a decline had 
been expected. For example, corporate income tax 
revenues were up 23.4 per cent, significantly 
stronger than the 10.0-per-cent increase in 
corporate profits, despite a 2-percentage-point 
reduction in the general tax rate. Similarly, personal 
income tax revenues increased 3.9 per cent, 
stronger than the 3.0-per-cent increase in the 
applicable tax base, despite increases to the various 
thresholds and the Canada Child Tax Benefit. 


Personal income tax revenues, the largest component 
at over 45 per cent of budgetary revenues, increased 
by $3.2 billion, or 3.9 per cent, in 2003-04. This 
is stronger than the growth of 3.0 per cent in 
personal income, which is somewhat surprising in 
light of the impact of the tax reduction measures 
introduced in previous budgets. As part of the 
$100-billion Five-Year Tax Reduction Plan, first 
announced in the February 2000 budget, tax rates 
were reduced, thresholds at which the tax rates 
are effective were increased, and the Canada 
Child Tax Benefit was enhanced. The impact of 
these measures was to reduce personal income 
tax revenues by an incremental $2.7 billion in 
2003-04. The Canada Child Tax Benefit was also 
increased in the February 2003 budget. 


Corporate income tax revenues increased by 

$5.2 billion, or 23.4 per cent, in 2003-04, following 
two consecutive years of decline. The increase in 
2003-04 well exceeded the 10.0-per-cent growth 
in corporate profits. The much stronger growth 
in Corporate income tax revenues compared 

to corporate profits is somewhat surprising, 
given the reduction in the federal tax rate from 
25 per cent effective January 1, 2002 to 

23 per cent effective January 1, 2003. In 2000 
the tax rate was 28 per cent. The increase in 
corporate income tax revenues is in part 
attributable to the application of loss carry- 
forwards in 2002-03 due to the decline in profits 
in 2001, which reduced tax revenues in 2002-03, 
and strong growth in profits in the financial 
sector, in part reflecting valuation gains 
associated with the appreciation of the 

Canadian dollar. 
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Other taxes and duties were virtually unchanged 
from 2002-03, after recording a gain of $4.2 billion, 
or 11.4 per cent, in 2002-03. 


¢ Goods and services tax (GST) revenues increased 
by $38 million, or 0.1 per cent, following a 
gain of $3.0 billion in 2002-03. Weakness in 
consumer expenditures, especially durable 
goods, and a decline in the Canadian-dollar 
value of imports, in part reflecting the appreciation 
of the Canadian dollar, restrained the growth 
in GST revenues in 2003-04. In addition, rebates 
were up, reflecting the March 2004 budget 
decision to provide a full rebate of GST and 
the federal portion of the harmonized sales tax 
(from 57.14 per cent to 100 per cent) paid by 
municipalities, effective February 1, 2004. 


e Customs import duties declined $0.4 billion, 
or 11.9 per cent, primarily reflecting the 
impact of the appreciation in the value of 
the Canadian dollar. 


e Energy taxes were virtually unchanged, while 
the impact of tobacco excise tax increases in 
2002 accounted for most of the increase of 
$0.4 billion, or 7.9 per cent, in other excise 
taxes and duties. The Air Travellers Security 
Charge, which came into effect April 1, 2002, 
was down slightly, reflecting lower demand for 
air travel, in part due to the outbreak of SARS 
and the conflict in Iraq. The revenues from this 
charge are used to fund the new air security 
initiatives announced in the 2001 budget. 


Employment insurance premium revenues declined 
$0.3 billion, or 1.8 per cent, as the reduction in 
premium rates more than offset the impact of the 
increase in the number of people employed and 
therefore paying premiums. The employee 
premium rate (per $100 of insurable earnings) 
was reduced from $2.20 for 2002 to $2.10 for 
2003 and $1.98 for 2004 (with a corresponding 
decline in the employer rate). 


Other revenues consist of net gains/losses from 
Crown corporations such as the Bank of Canada, 
Export Development Canada and Canada Mortgage 
and Housing Corporation; foreign exchange 
revenues; and other revenues, primarily from 

the sale of goods and services. Other revenues 
were up $0.4 billion, or 3.9 per cent, primarily 
reflecting higher profits from Crown corporations 
(up $1.0 billion) and other revenues (up $0.8 billion). 


In contrast, foreign exchange revenues were 
down $1.3 billion due to the appreciation in 

the value of the Canadian dollar, as the assets 
in the Exchange Fund Account are denominated 
in foreign currencies. 


The revenue ratio—budgetary revenues as a 
percentage of GDP—represents an approximate 
measure of the overall federal “tax burden” in 
that it compares the total of all federal revenues 
collected to the size of the economy. The revenue 
ratio stood at 15.3 per cent in 2003-04, down 
slightly from 2002-03. A significant decline 

had been expected, suggesting that the tax yield 
was higher than assumed at the time of the 
March 2004 budget. 


It should be noted that some components of 
income subject to taxation are excluded from 
the Statistics Canada measure of GDP, such as 
capital gains and income from trusteed pension 
plans. As a result, this ratio overstates the 
effective tax burden. In addition, the nominal 
income estimates are subject to annual revision 
by Statistics Canada, which has resulted in 
changes in this ratio once revised data are 
incorporated. Therefore, caution should be 
exercised in interpreting this ratio. 


The figures in Table 2 are presented on a “net” 
basis, reflecting the way in which revenues and 
expenses are presented to Parliament in the 
Government’s annual budget. As a result, the 
Canada Child Tax Benefit is netted against personal 
income tax revenues. Departmental revenues 

that are levied for specific services, such as the 
contract costs of policing services in provinces, 
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Revenue Ratio 


revenues as a per cent of GDP 
20 


1983-84 1987-88 1991-92 1995-96 1999-00 2003-04 


Sources: Department of Finance and Statistics Canada. 


are netted against expenses, as such revenues 
are credited to the department in accordance 
with parliamentary authority. Expenses of 
consolidated Crown corporations in excess of 
their appropriations are netted against their total 
revenues. This classification has the effect of 
reducing both revenues and expenses but has no 
impact on the budgetary balance. Table 3 shows 
the impact of “grossing up” budgetary revenues 
for these adjustments. In 2003-04, they 
amounted to $12.3 billion, virtually unchanged 
from the previous fiscal year. The largest 
component is the Canada Child Tax Benefit, 
amounting to $8.1 billion in 2003-04, up 

3.1 per cent from 2002-03. As a result, gross 
budgetary revenues were $198.5 billion in 
2003-04, up 4.4 per cent from 2002-03. 


Table 3 
Reconciliation Between Net and Gross Budgetary Revenues 
2002-03 2003-04 Net change 
($ millions) (%) 
Net budgetary revenues 177,832 186,207 8,375 4.7 
Adjustments 
Canada Child Tax Benefit 7,823 8,062 239 Oud 
Revenues netted against program expenses 3,020 3,076 56 HES 
Expenses of consolidated Crown corporations (Pelee 1,201 -356 -22.8 
Net adjustment 12,400 12,340 -60 -0.5 
Gross budgetary revenues 190,232 198,547 8,315 4.4 


Note: Numbers may not add due to rounding. 
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TOTAL EXPENSES 


Total expenses consist of two components— 
public debt charges and program expenses. In 
2003-04 total expenses amounted to $177.1 billion, 
up $6.3 billion, or 3.7 per cent, from 2002-03 
(see Table 4). Public debt charges declined by 
$1.5 billion, or 4.0 per cent, while program 
expenses advanced $7.8 billion, or 5.8 per cent. 
Program expenses were $2.0 billion lower than 
estimated in the 2004 budget. This 
underestimation is considerably lower than in 
each of the two previous fiscal years. 


The expense ratio—total expenses as a percentage 
of budgetary revenues—stood at 95.1 per cent in 
2003-04, down a full percentage point from 
2002-03. In 1993-94 the expense ratio stood 

at 133.2 per cent. This meant that revenues were 
insufficient to cover total expenses and the 
Government incurred a deficit. 


Public debt charges declined by $1.5 billion, 

or 4.0 per cent, to $35.8 billion in 2003-04, 
primarily attributable to a decline in the average 
effective interest rates on interest-bearing debt. 


e The average effective interest rate on the 
Government’s interest-bearing debt (unmatured 
debt and pension liabilities) was 5.8 per cent 
in 2003-04, compared to 6.0 per cent in 


Expense Ratio 


expenses as a per cent of revenues 
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Source: Department of Finance. 


2002-03. The average effective interest rate 
was 5.3 per cent on unmatured debt, compared 
to 5.7 per cent in 2002-03. In contrast, the 
average effective interest rate was 6.8 per cent 
on pension and other accounts, unchanged 
from 2002-03. 


e The stock of total interest-bearing debt 
increased by $0.4 billion, from $620.7 billion 
in 2002-03 to $621.1 billion in 2003-04. The 
stock of market debt declined by $2.2 billion 
to $440.2 billion, while liabilities to pension 
and other accounts increased by $2.6 billion 
to $180.9 billion. 


The interest ratio—public debt charges as a 
percentage of budgetary revenues—declined 

from 21.0 per cent in 2002-03 to 19.2 per cent 
in 2003-04. This ratio means that, in 2003-04, 
the Government spent just over 19 cents of every 
revenue dollar on interest on the public debt. 
This is down from the peak of about 39 cents 

in 1990-91 and is the lowest this ratio has been 
since the late 1970s. This is money that must be 
paid to meet the Government’s ongoing obligations 
on its debt. The lower the ratio, the more flexibility 
the Government has to address the key priorities 
of Canadians. 


Composition of Net Expenses 
for 2003-04 


Transfers to 
governments 
16.6% 


Transfers to persons 
23.7% 


Other transfers 
ee 0% 


Public debt interest 
20.2% 


eee. other 
departmental 
operating expenses 


Defence 
7.0% 


corporations 
3.0% 


Source: Public Accounts of Canada. 
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Table 4 
Total Expenses 
2002-03 2003-04 Net change 
($ millions) (%) 
Transfers payments 
Major transfers to persons 
Elderly benefits 25,692 26,902 1,210 4.7 
Employment insurance benefits 14,496 15,058 562 3.9 
Total 40,188 41,960 ate 4.4 
Major transfers to other levels of government 
Canada Health and Social Transfer 18,600 20,341 1,741 9.4 
Canada Health and Social Transfer supplement 2,500 2,000 -500 
Diagnostic/Medical Equipment Fund 1,500 - 1,500 
National Immunization Fund 400 400 
Fiscal arrangements 10,366 9,351 -1,015 -9.8 
Alternative Payments for Standing Programs =2,32 1 -2,700 -379 16.3 
Total 30,645 29,392 -1,253 -4.1 
Subsidies and other transfers! 19,987 22,964 2,977 14.9 
Total transfer payments 90,820 94,316 3,496 3.8 
Other program expenses 
Crown corporations 
Canada Mortgage and Housing Corporation 1,979 2,092 113 of 
Canadian Broadcasting Corporation 1,047 1,066 19 1.8 
Other cultural agencies 481 539 58 Weal 
Canadian Air Transport Security Authority 259 351 92 35.4 
Other 1,228 1,316 88 (2 
Total 4,994 D300 of 1 7.4 
Defence 11,332 12,449 ed 9.9 
All other departments and agencies 26,447 29,225 2118 10D — 
Total other program expenses 42,773 47,039 4,266 10.0 
Net program expenses 133,593 141,355 7,762 5.8 
Public debt charges 37,270 35,769 -1,501 -4.0 
Net expenses 170,863 177,124 6,261 Of 


1 See Table 5 for details. 


Note: Numbers may not add due to rounding. 


Program expenses amounted to $141.4 billion in 
2003-04, an increase of $7.8 billion, or 5.8 per cent, 
from 2002-03. Increases were recorded in all 
major components with the exception of major 
transfers to other levels of government. The 
decline in this component is attributable to the 
inclusion of larger one-time payments to provinces 
and territories for health care in 2002-03 than in 
2003-04 and lower equalization entitlements due 
to prior-year adjustments. The increases in the 
other components primarily reflect the impact of 
previous budget measures as well as one-time 
adjustments that lowered expenses in 2002-03. 


Major transfer payments to persons increased by 


$1.8 billion, or 4.4 per cent. 


e Elderly benefits consist of Old Age Security, 
Guaranteed Income Supplement and 
Allowance payments. Total benefits were up 
$1.2 billion, or 4.7 per cent, in 2003-04, 
reflecting both higher average benefits, which 
are indexed to inflation, and an increase in 
the number of recipients. 


a) 


Fiscal Year 2003-2004 


Interest Ratio 


public debt charges as a per cent of revenues 
50 


1983-84 1987-88 1991-92 1995-96 1999-00 2003-04 


Source: Department of Finance. 


e Employment insurance benefits consist of 
regular benefits, special benefits (sickness, 
maternity, paternity, adoption and fishing) 
and labour market adjustment benefits. Total 
benefits increased by $0.6 billion in 2003-04, 
reflecting both an increase in the number of 
beneficiaries and an increase in average weekly 
benefits. The increase in benefit payments was 
about equally split between regular benefit 
payments and special benefits, in particular 
the increase in parental benefits. 


Major transfer payments to other levels of 
government include the Canada Health and 
Social Transfer (CHST), fiscal arrangements 
(equalization, transfers to the territories, as well 
as a number of smaller transfer programs) and 
Alternative Payments for Standing Programs. 
Transfers declined by $1.3 billion, or 4.1 per cent, 
in 2003-04, following an increase of $4.0 billion 
in 2002-03, or 15.1 per cent. This decline is 
attributable to lower one-time special transfers 
for health care and lower equalization entitlements 
due to prior-year adjustments. 


¢ The CHST—a block-funded transfer—supports 
health care, post-secondary education, social 
assistance and social services, including early 
childhood development. It provides support 
in the form of cash and tax transfers to the 
provinces and territories. As part of the 
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September 2000 and February 2003 health 
accords, the federal government legislated an 
incremental $1.7 billion to be paid in 2003-04. 
However, one-time transfers in 2003-04 were 
less than in 2002-03. In 2002-03, an incremental 
$2.5 billion was transferred in the form of a 
special supplement and an additional $1.5-billion 
investment was provided to the Diagnostic/Medical 
Equipment Fund to be used by the provinces 
and territories in support of specialized staff 
training and equipment, to improve access to 
publicly funded diagnostic services. In 2003-04, 
an incremental $2.0 billion was transferred in 
the form of a special supplement and $0.4 billion 
to support a national immunization strategy 
and to assist provinces and territories in 
enhancing their public health capacities. 


Total entitlements under fiscal arrangements 
decreased by $1.0 billion to $9.4 billion, 
primarily reflecting lower equalization 
entitlements. Under the equalization program, 
the federal government transfers funds to the 
less prosperous provinces so that they can 
provide their residents with public services 
reasonably comparable to those in other 
provinces without having to resort to higher- 
than-average taxation. The decline in equalization 
entitlements reflects stronger-than-expected 
economic growth in 2002 in the equalization- 
receiving provinces relative to the non- 
equalization-receiving provinces and, hence, 

a convergence in the estimated provincial fiscal 
capacity of the equalization-receiving provinces 
relative to the equalization standard. This has 
been carried forward into 2003-04. The decline 
in 2003-04 is primarily attributable to the 
recording of a receivable for recoveries related 

to the overpayments in 2002-03. 


The Alternative Payments for Standing Programs 
represent recoveries of federal tax point 
abatements under contracting-out arrangements. 
These arrangements allow provinces to assume 
the administrative and financial authority for 
certain federal-provincial programs. In turn, 
the federal government provides provinces 
with tax points, the value of which are netted 
against total entitlements and accordingly 
recovered from cash transfers. These recoveries 
reflect the growth in the value of the tax points. 


Subsidies and other transfers advanced by 

$3.0 billion, or 14.9 per cent (see Table 5). About 
half of this increase ($1.4 billion) is attributable 
to special assistance to the Canadian cattle industry 
following the discovery in May 2003 of a case 

of BSE and the resulting closure of export markets 
to Canadian beef and cattle. An additional 

$330 million was provided to the province of 
Ontario in recognition of its extraordinary effort 
to protect public health during the SARS outbreak. 
Most of the remaining increase in this component 
is attributable to previous budget measures. These 
include a commitment to increase Canada’s 


Table 5 
Subsidies and Other Transfers 
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international assistance by 8 per cent per year; 
the establishment of the Primary Health Care 
Transition Fund as part of the September 2000 
health accord; increased assistance to students; 
increased funding to the granting councils 
(Canadian Institutes of Health Research, Natural 
Sciences and Engineering Research Council [NSERC] 
and Social Sciences and Humanities Research 
Council [SSHRC]); and endowments of $250 million 
to Sustainable Development Technology Canada 
and $85 million to the Canadian Council 

on Learning. 


2002-03 2003-04 Net change 
($ millions) (%) 
Agriculture and Agri-Food 
BSE recovery program 1,401 1,401 
Other 2,654 2,519 -135 -5.1 
Foreign Affairs and International Trade 2,456 2,683 2oK 9.3 
Health Canada 
First Nations and Inuit health 678 702 24 3.6 
Canadian Institutes of Health Research 587 647 60 1Oi2 
Primary Health Care Transition Fund 48 209 161 334.2 
Grant to Ontario: SARS 330 330 
Other 401 576 175 A3.5 
Human Resources Development 
Student assistance programs 582 804 223 38.2 
Labour market programs 716 735 20 2.8 
Canadian Council on Learning 85 85 
Other 304 407 103 Sour 
Indian Affairs and Northern Development 4,649 4,794 145 Syd 
Industry/regiona! agencies/granting councils 
Technology Partnerships Canada 328 Bi2 -16 -4.9 
Infrastructure Canada 203 334 82 Cee 
Regional agencies 667 761 95 14.2 
NSERC/SSHRC 784 1,134 350 44.7 
Other 417 492 yes 18.0 
Canada Foundation for Innovation 500 -500 
Canada Health Infoway 600 100 -500 -83.3 
Genome Canada Fee) -75 
Sustainable Develooment 
Technology Canada 250 250 
Other 3,290 3,687 398 real 
Total 19,987 22,964 2,977 14.9 


Note: Numbers may not add due to rounding. 
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Fiscal Year 2003-2004 


Other program expenses—total program expenses 
less transfers—consist of expenses related to 
Crown corporations, and operating expenses 

of departments and agencies, including National 
Defence. These expenses amounted to $47.0 billion 
in 2003-04, up $4.3 billion, or 10.0 per cent, 
from 2002-03. Part of this increase is attributable 
to special adjustments which lowered expenses 

in 2002-03 and were not repeated in 2003-04. 
Within this component: 


e Expenses related to Crown corporations 
increased $0.4 billion to $5.4 billion in 
2003-04. This component includes appropriations 
to consolidated Crown corporations (those 
Crown corporations that rely on government 
funding as their principal source of revenue). 


¢ Defence expenses increased $1.1 billion, or 
9.9 per cent, primarily reflecting incremental 
funding of $800 million provided in the 
2003 budget to strengthen Canada’s military. 
Incremental funding was also provided for 
mission costs to support Canada’s 
international commitments. 


e All other departmental and agency expenses 
increased by $2.8 billion, or 10.5 per cent, 
following a slight decline in 2002-03 due to 
downward adjustments to allowances for loans 
and other liabilities. 


Program Share 


program expenses as a per cent of revenues 
140 


1983-84 1 SVU TOCC 1991 I I 995-96 1 a dt 


Source: Department of Finance. 


The program share—program expenses as a 
percentage of budgetary revenues—amounted 

to 75.9 per cent in 2003-04, up slightly from 
75.1 per cent in 2002-03. In 1993-94 the program 
share was 98.6 per cent. 


The above numbers are presented on a “net” 
basis, as discussed in the previous section, 
“Budgetary Revenues.” 
$12.3 billion higher than net expenses, as shown 
in Table 6. 


Gross expenses are 


Table 6 
Reconciliation Between Net and Gross Expenses 
2002-03 2003-04 Net change 
($ millions) (%) 

Net expenses 170,863 177,124 6,261 HY § 
Adjustments 

Canada Child Tax Benefit 7,823 8,062 239 3.1 

Revenues netted against program expenses 3,020 38,076 56 iS) 

Expenses of consolidated Crown corporations 1 or ieZOil -356 -22.8 

Net adjustment 12,400 12,340 -60 -0.5 
Gross expenses 183,263 189,464 6,201 3.4 


Note: Numbers may not add due to rounding. 
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FINANCIAL SOURCE/REQUIREMENT AND DEBT 


The budgetary balance is the most comprehensive 
measure of the federal government’s fiscal results. 
It is presented on a full accrual basis of accounting, 
recording government liabilities when they are 
incurred, regardless of when the cash payment is 
made, and recording tax revenues when earned, 
regardless of when the cash is received. 


In contrast, the financial source/requirement 
measures the difference between cash coming in 
to the Government and cash going out. It differs 
from the budgetary balance in that it includes 
cash transactions in loans, investments and 
advances, federal employees’ pension accounts, 
other specified purpose accounts, foreign exchange 
activities, and changes in other financial assets, 
liabilities and non-financial assets. These activities 
are included as part of non-budgetary transactions. 
The conversion from full accrual to cash accounting 
is also reflected in non-budgetary transactions. 


As shown in Table 7, non-budgetary transactions 
in 2003-04 resulted in a net requirement of funds 
amounting to $2.8 billion, compared to a source 
of $0.6 billion in 2002-03. This decline reflects 
increased requirements for other investing activities, 
primarily for increased borrowings related to the 
Canada Student Loans Program, and for accounts 
payable, receivable, accruals and allowances. 


With a budgetary surplus of $9.1 billion and a 
net requirement from non-budgetary transactions 
of $2.8 billion, there was a financial source of 
$6.2 billion in 2003-04, compared to a source 

of $7.6 billion in 2002-03. 


With this financial source, the Government retired 
$2.2 billion of its market debt and increased its 
cash balances by $4.1 billion. Cash balances 

at March 31, 2004, stood at $20.5 billion. 


Total liabilities consist of interest-bearing debt 
and other liabilities. Interest-bearing debt includes 
market debt and liabilities for pension and other 
accounts. At March 31, 2004, interest-bearing 
debt amounted to $621.1 billion, up $0.4 billion 
from a year earlier (see Table 8). Other liabilities, 
which include accounts payable and accrued 
liabilities, amounted to $80.0 billion, up $0.6 billion 
from 2002-03. As a result, total liabilities at 
March 31, 2004, stood at $701.1 billion, up 

$1 billion from the previous year. 


Financial assets consist of cash and accounts 
receivable, including tax receivables, foreign 
exchange accounts and loans, investments and 
advances. Financial assets totalled $144.8 billion 
at March 31, 2004, up $9.5 billion from 

March 31, 2003. Increases were recorded in cash 
and accounts receivable (up $8.3 billion) and in 
loans, investments and advances (up $5.8 billion), 
while net assets in foreign exchange accounts 
declined by $4.6 billion. The latter primarily 
reflects a decline in foreign currency borrowings. 
As a result, net debt stood at $556.3 billion at 
March 31, 2004, down $8.5 billion from 

March 31, 2003, and $52.7 billion below the peak 
of $609 billion at March 31, 1997. As a per cent 
of GDP, net debt dropped to 45.6 per cent in 
2003-04, down 28.2 percentage points from 

its peak of 73.9 per cent in 1995-96. This is 

the eighth consecutive year in which the net 
debt-to-GDP ratio has declined. 


Non-financial assets, consisting of tangible capital 
assets, inventories and prepaid expenses, amounted 
to $54.8 billion at March 31, 2004, up $0.6 billion 
from March 31, 2003. 
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Table 7 
Budgetary Balance, Financial Source/Requirement and Net Financing Activities 


1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 


($ billions) 
Surplus for the year 2.1 2.8 13.1 20.2 £0 7.0 9.1 
Non-budgetary transactions 
Pensions and other accounts 
Public sector pensions (net) oS: 30) 5.9 0.8 -2.3 aliez 1.9 
Canada Pension Plan OS nie, 0.8 0.2 0.4 0.3 0.4 
Other 0.9 1.1 0.8 22 0.9 1 0.4 
Total 4.6 GS G6 Oe -1.0 0.3 2.6 
Capital investing activities -3.3 -3.7 -3.8 -3.8 -4.4 -4.8 -4.4 
Other investing activities PLES) 3.4 3.1 0.4 Re 0.5 -2.4 
Other activities 
Accounts payable, receivable, 
accruals and allowances 47 -1.1 -/.6 -2.3 -4.2 -1.9 -6.8 
Foreign exchange activities -2.2 -5./ -6.8 -8.8 -1.8 Sel 4.6 
Amortization of tangible 
capital assets 2.3 213 2.3 2.3 2.6 3.3 ORS) 
Total other activities 4.9 -4.5 -12.2 -8.8 -3.4 4.6 1.4 
Total non-budgetary transactions 9.0 2.4 -5.3 -8.9 -7.4 0.6 -2.8 
Financial source/requirement 11.1 5:2 7.9 18 -0.3 7.6 6.2 
Net change in financing activities 
Marketable bonds 15.8 9.6 -0.9 We -1.1 -5.6 -9.5 
Treasury bills -23.1 -15.4 2.9 mallee ey) 10.4 9.0 
Canada Savings Bonds -2./ -2.1 -1.2 -0.4 -2.3 -1.4 Alles) 
Other 0.4 ae -4.9 0.5 -6.2 -5.9 -0.4 
Total -9.6 -6.2 -4.0 -10.0 -4.1 -2.5 -2.2 
Change in cash balances 1.5 a0) 3.8 1.3 -4.4 Sail 4.1 
Cash at end of year 11.7 10.7 14.5 15.8 11.4 16.5 20.5 
Note: Numbers may not add due to rounding. 
With total liabilities of $701.1 billion, financial Foreign holdings of the Government of Canada’s 
assets of $144.8 billion and non-financial assets outstanding market debt are estimated at 
of $54.8 billion, the federal debt (accumulated $60.0 billion at the end of March 2004, 
deficit) stood at $501.5 billion at March 31, 2004, representing 13.6 per cent of the Government’s 
down a total of $9.1 billion from 2002-03 and total market debt. 


$61.4 billion from its peak in 1996-97. All of 
the decline in federal debt between 2002-03 
and 2003-04 is attributable to the increase 

in financial assets. 
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Table 8 


Outstanding Debt at Year-End 


Liabilities 
Accounts payable and 
accrued liabilities 


Interest-bearing debt 
Unmatured debt 
Pension and other accounts 
Total 


Total liabilities 


Financial assets 
Cash and accounts receivable 
Foreign exchange accounts 
Loans, investments and 
advances 
Total financial assets 


Net debt 


Non-financial assets 
Tangible capital assets 
Inventories 
Prepaid expenses 
Total non-financial assets 


Federal debt 
(accumulated deficit) 


ANNUAL FINANCIAL REPORT 


Note: Numbers may not add due to rounding. 


Interest-Bearing Debt 
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700 


i Pension and other 
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Source: Public Accounts of Canada. 
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1995-96 


1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 
($ billions) 

81.2 83.7 81.1 a7 2 81.5 79.4 80.0 
469.2 463.0 459.0 449.0 444.9 442.4 440.2 
160.9 168.2 175.8 179.0 177.9 178.3 180.9 
630.1 631.2 634.8 628.0 622.8 620.7 621.1 
711.3 714.9 715.8 715.1 704.3 700.1 701.1 

55.2 55.9 61.0 67.0 59.8 62.6 70.9 

29.0 34.7 41.5 50.3 52.0 49.0 44.3 

19.2 17.8 18.4 21.6 21.6 237 29.5 
103.3 108.3 120.9 138.8 133.4 135.3 144.8 
607.9 606.6 595.0 576.3 570.9 564.8 556.3 

40.2 41.5 42.9 44.2 45.7 47.0 47.7 

6.2 6.3 6.5 6.6 6.4 6.1 6.1 
0.9 0.9 0.9 0.9 1.2 1 0.9 

47.2 48.7 50.2 51.7 53.4 54.2 54.8 

560.7 557.9 544.7 524.6 517.5 510.6 501.5 
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Fiscal Year 2003-2004 


COMPARISON OF ACTUAL BUDGETARY OUTCOMES 


TO BUDGET ESTIMATES 


This section compares the actual outcome for 
the major components of the budgetary balance 
for 2003-04 to the estimates presented in the 
March 2004 budget. The Government targeted 
a balanced budget or better for 2003-04 in the 
March 2004 budget. Under the Debt Repayment 
Plan, the fiscal target for each year is based on: 


e Using the average of private sector economic 
forecasts for budget-planning purposes. 


e Including an annual Contingency Reserve 
to cover risks arising from unpredictable 
events and unavoidable inaccuracies in 
the economic and fiscal models used to 
translate the economic assumptions into 
detailed budget forecasts. It is not a source 
of funding for new policy initiatives. If not 
needed, it is used to reduce the federal debt. 


e Adding an extra degree of economic prudence 
to provide further assurance against falling 
back into deficit. As is normal practice, 
no additional prudence was added in the 
March 2004 budget for 2003-04, given that 
the fiscal year was nearly over. 


After accounting for the fiscal impact of the 

new spending initiatives, the March 2004 budget 
estimated a surplus of $1.9 billion for 2003-04. 
This amount was allocated to the Contingency 
Reserve. The final audited budgetary surplus for 
2003-04 was $9.1 billion. 


Most of this improvement is attributable to higher 
budgetary revenues, up $5.1 billion from that 
estimated in the March 2004 budget. The higher 
revenues primarily relate to stronger-than- 
expected economic performance in the final 
quarter of the 2003-04 fiscal year and a 
higher-than-estimated tax yield from that 
expected at the time of the March 2004 budget. 


Information received after the March 2004 budget 
indicated that tax liabilities with respect to the 
2003 taxation year were higher than expected 
and that income growth in the final quarter of 
2003-04 was stronger than forecast at the time of 


the March 2004 budget. Personal income tax 
revenues were $1.4 billion higher, attributable to 
higher-than-expected taxes paid on filing in 
April 2004 with respect to the 2003 taxation 
year. Corporate income tax revenues were 

$1.5 billion higher, reflecting higher settlement 
payments with respect to the 2003 taxation year. 
Corporations with a December 31 taxation 
year-end have 60 days to remit any taxes owing 
with respect to the taxation year. The stronger 
growth in corporate income tax revenues (up 
23.4 per cent over the previous year) was 
surprising, given the growth in corporate profits 
in 2003 (up 10 per cent) and the 2-percentage- 
point reduction in the corporate tax rate in 2003. 
Excise taxes and duties were up $0.6 billion, 
primarily attributable to stronger GST receipts 
at year-end. Employment insurance premium 
revenues were up $0.4 billion, reflecting stronger 
employment gains in the final quarter of 2003-04. 
Higher net gains from Crown corporations explain 
most of the $1.3-billion increase in other 
revenues. The final outcome for 2003-04 
indicates that the revenue yield was higher than 
expected at the time of the March 2004 budget, 
and this should carry forward into future years. 


Program expenses were $2.0 billion lower than 
estimated in the March 2004 budget. This is 
considerably lower than the differences reported 
in each of the previous two fiscal years. 
Employment insurance benefits were $0.4 billion 
lower than expected, reflecting stronger 
employment gains in the final quarter of 
2003-04, while elderly benefits were $0.1 billion 
lower. Major transfers to other levels of 
government were $0.3 billion higher than 
expected due to a lower estimated value of 
receivables relating to the equalization recoveries. 
The lower outcome for direct program expenses 
primarily relates to higher-than-expected lapses, in 
part due to the year-end freeze on discretionary 
spending and delays in implementing some of the 
previous budget initiatives. 


Public debt charges were unchanged. 


22 


ANNUAL FINANCIAL REPORT 


Table 9 
Comparison of Actual Outcomes to March 2004 Budget 
Actual 2004 budget Difference 
($ billions) 
Budgetary revenues 
Personal income tax 84.9 83.5 1.4 
Corporate income tax 2A 25.9 iO 
Other income tax 3.1 3.3 -0.1 
Excise taxes and duties 41.4 40.8 0.6 
Employment insurance premium revenues WES Les 0.4 
Other revenues 11.8 105 1.3 
Total 186.2 181.1 Dal 
Program expenses 
Major transfers to persons 
Elderly benefits 26.9 27.0) -0.1 
Employment insurance benefits Foal TOvO -0.4 
Major transfers to other levels of government 
Canada Health and Social Transfer Cet pels 0.0 
Fiscal arrangements 9.4 8.7 0.6 
Alternative Payments for Standing Programs -2.7 -2.4 -0.3 
All other expenses 
Subsidies and other transfers 23.0 23.8 -0.8 
Crown corporations 5.4 a -0.1 
Defence 12.4 12.9 -0.4 
Other departmental and agencies 29.2 29.7 -0.5 
Total 141.4 143.4 -2.0 
Public debt charges 35.8 35.8 0.0 
Budgetary outcome/estimate 9.1 1.9 Tee 


Note: Numbers may not add due to rounding. 
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Auditor General of Canada 
Vérificatrice générale du Canada 


REPORT OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance: 


The accompanying condensed statements of operations and accumulated deficit, financial position, change 
in net debt and cash flow are derived from the complete financial statements of the Government of Canada 
as at March 31, 2004, and for the year then ended on which I expressed an opinion without reservation 

in my Report to the House of Commons dated September 7, 2004. 


My Report drew two matters I have raised before to Parliament’s attention: a concern about 

the Employment Insurance Account, and the recording of transfers to Foundations. For more 
complete information, readers should refer to my Report, which will be included in Volume I of the 
Public Accounts of Canada 2004, expected to be tabled in the House of Commons later this year. 


The fair summarization of the complete financial statements is the responsibility of the Government. 
My responsibility, in accordance with the applicable Assurance Guideline of The Canadian Institute 
of Chartered Accountants, is to report on the condensed financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material 
respects, the related complete financial statements in accordance with the criteria described in the 
Guideline referred to above. 


Since these are condensed financial statements, readers are cautioned that these statements may not be 
appropriate for their purposes. For more information on the Government’s financial position, results of 
operations and cash flow, reference should be made to the related complete financial statements, which 
will also be included in Volume I of the Public Accounts of Canada 2004. 


Sheila Fraser, FCA 
Auditor General of Canada 


Ottawa, Canada 
September 7, 2004 
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CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The fundamental purpose of these condensed Public Accounts of Canada 2004, which are 
financial statements is to provide an overview expected to be tabled in Parliament later this 
of the financial affairs and resources for which year. As these condensed financial statements are, 
the Government is responsible under authority by their nature, summarized, they do not include 
granted by Parliament. Responsibility for the all disclosure required for financial reporting by 
integrity and objectivity of these statements rests governments in Canada. Readers interested in 
with the Government. the disclosure of more detailed data should 

refer to the audited financial statements in 
These financial statements are extracted and the Pauheccounte: 


condensed from the audited financial statements 
included in Section 2 of Volume I of the 


Table 10 


Government of Canada 
Condensed Statement of Operations and Accumulated Deficit 
for the Year Ended March 31, 2004 


2004 2003 
Budget! Actual Actual 
($ millions) 
Revenues 
Income tax 122,100 123,530 115,043 
Other taxes and duties 43,100 41,365 41,357 
Employment insurance premiums 17,600 17,546 17,870 
Other revenues 14,500 16,106 15,962 
Total revenues 197,300 198,547 190,232 
Expenses 
Transfer payments 
Old age security and related payments 26,800 26,902 25,692 
Other levels of government 31,000 29,392 30,645 
Employment insurance benefits 15;700 15,058 14,496 
Other transfer payments 30,100 31,026 27,810 
Total transfer payments 103,600 102,378 98,643 
Other program expenses 527100 51 S17 47,350 
Total program expenses 155, 700 153,695 145,993 
Interest on debt 37,600 35,769 SEZ 
Total expenses 193,300 189,464 183,263 
Annual surplus 4,0002 9,083 6,969 
Accumulated deficit, beginning of year 510,600° OOOO 1 ors 
Accumulated deficit, end of year 506,600 501,493 510,576 


' Derived from Budget 2003 and adjusted to a gross basis. 


2 Budget 2003 disclosed the budgetary surplus as $4 billion before deducting reserves for contingency ($3 billion) 
and economic prudence ($1 billion). 


3 Adjusted to the actual closing amount of previous year. 
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Table 11 


Government of Canada 
Condensed Statement of Financial Position 
as at March 31, 2004 


2004 2003 
($ millions) 
Liabilities 
Accounts payable and accrued liabilities 79,964 79,437 
Interest-bearing debt 
Unmatured debt 440,231 442,416 
Pension and other liabilities 180,898 178,287 
Total interest-bearing debt 621,129 620, 703 
Total liabilities 701,093 700,140 
Financial assets 
Cash and accounts receivable 70,921 62,626 
Foreign exchange accounts 44,313 48,950 
Loans, investments and advances 29,548 23,748 
Total financial assets 144,782 135,324 
Net debt 556,311 564,816 
Non-financial assets 
Tangible capital assets 47,745 47,034 
Other LOUS 7,206 
Total non-financial assets 54,818 54,240 
Accumulated deficit 501,493 510,576 
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Table 12 
Government of Canada 


Condensed Statement of Change in Net Debt 


for the Year Ended March 31, 2004 


Net debt, beginning of year 


Change in net debt during the year 
Annual surplus 
Acquisition of tangible capital assets 
Amortization of tangible capital assets 
Other 


Net decrease in net debt 


Net debt, end of year 


1 Derived from Budget 2003. 


2 Adjusted to the actual closing amount of previous year. 


3 Budget 2008 disclosed the budgetary surplus as $4 billion before deducting reserves 
for contingency ($3 billion) and economic prudence ($1 billion). 


Table 13 


Government of Canada 
Condensed Statement of Cash Flow 
for the Year Ended March 31, 2004 


Cash provided by operating activities 
Annual surplus 
Items not affecting cash 


Cash used for capital investment activities 
Cash provided by (used for) investing activities 
Total cash generated 

Cash used to repay unmatured debt 

Net increase in cash 

Cash at beginning of year 


Cash at end of year 


2004 2003 
Budget! Actual Actual 
($ millions) 
564,8002 564,816 570,907 
(4,000)3 (9,088) (6,969) 
4,700 4,535 5,051 
(8,100) (3,502) (3,341) 
(455) (832) 
(2,400) (8,505) (6,091) 
562,400 556,311 564,816 
2004 2003 
($ millions) 
9,083 6,969 
4,031 4,897 
13,114 11,866 
(4,444) (4,763) 
(2,425) 498 
6,245 7,601 
(2,185) (2,475) 
4,060 5,126 
16,486 11;360 
20,546 16,486 
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Notes to the Condensed Financial Statements 


1. Significant Accounting Policies 


The Government of Canada reporting entity 
includes all departments, agencies, corporations 
and funds which are owned or controlled by the 
Government and which are accountable to 
Parliament. The financial activities of all these 
entities are consolidated in these statements, 
except for enterprise Crown corporations and 
other government business enterprises, which are 
not dependent on the Government for financing 
their activities. These corporations are reported 
under the modified equity basis of accounting. 
The Canada Pension Plan is excluded from the 
reporting entity as it is under the joint control 
of the Government and participating provinces. 


The Government accounts for transactions on 

an accrual basis. Financial assets recorded on 

the Condensed Statement of Financial Position 
can provide resources to discharge liabilities or 
finance future operations and are recorded at 

the lower of cost or net realizable value. 
Non-financial assets cannot normally be 
converted into cash to finance future operations 
without disrupting government operations; they 
are recorded at cost less accumulated amortization. 
Liabilities are recorded at the estimated amount 
ultimately payable, with pension and other similar 
benefits being determined on an actuarial basis. 
Valuation allowances are established for loan 
guarantees, concessionary and sovereign loans, 
and other obligations. 


Some amounts in these statements are based on 
estimates and assumptions made by the Government. 
By their nature, such estimates are subject to 
measurement uncertainty, although all of them 
are believed to be reasonable. 


Comparative figures for 2003 have been 
reclassified to conform to the current 
year’s presentation. 
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2. Contractual Commitments 


Contractual commitments that will materially 
affect the level of future expenses include transfer 
payment agreements, acquisitions of goods and 
services, operating leases and funding of international 
organizations. At March 31, 2004, contractual 
commitments amounted to approximately 


$56 billion ($57 billion in 2003). 


3. Contingent Liabilities 


Guarantees by the Government amount to 

$71 billion ($75 billion in 2003) net of any recorded 
allowance. In addition, there are a number of 
contaminated sites where the Government could 
be obligated to incur costs. There are thousands 
of claims and pending and threatened litigation 
cases against the Government; the total amount 
claimed in these instances is significant but the 
final outcome is not determinable. Where cases 
are likely to be lost and an estimate of loss can 
be made, an amount is recorded in the financial 
statements. Insurance in force relating to self- 
sustaining insurance programs operated by three 
enterprise Crown corporations amounted to 
approximately $688 billion ($646 billion in 2003). 
The Government expects that it will not incur any 
costs to cover insurance claims under these programs. 
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Fiscal Year 2003-2004 


Other Sources of Information 


Public Accounts of Canada 


The Public Accounts of Canada, as required 
under section 64(1) of the Financial 
Administration Act, are tabled in the fall 

of each year by the President of the 
Treasury Board. This report is presented 

in three volumes: 


® Volume I contains the Government’s 
audited financial statements and supporting 
schedules and information; 


e Volume II contains details of financial 
operations by ministry; and 


¢ Volume III contains additional information 
and analyses. 


Budget 


The budget, usually introduced in February, 
presents the Government’s overall fiscal plan, 
incorporating revenue projections and spending 
plans, which combine to determine the 
resulting budgetary balance. The budget also 
introduces proposals for changes in taxation. 


The Fiscal Monitor 


This monthly newsletter produced by the 
Department of Finance highlights the financial 
results of the Government together with the 
reasons underlying major variances. 


Debt Management Strategy 


This report is tabled annually in Parliament. 
It provides information on the federal 
government’s debt management strategy 

for the coming fiscal year. 


Debt Management Report 


This annual document provides an accounting 
of the key elements of federal debt strategy and 
describes various strategic and operational aspects 
of the Government’s debt program and cash 

management activities over the past fiscal year. 


Estimates 


Each year the Government prepares Estimates 
in support of its request to Parliament for 
authority to spend public monies. This request 
is formalized through the tabling of appropriation 
bills in Parliament. The Estimates are tabled in 
the House of Commons by the President of the 
Treasury Board and consist of three parts: 


Part I - The Government Expenditure Plan 
provides an overview of federal spending and 
summarizes the relationship of the key 
elements of the Main Estimates to the 
Expenditure Plan set out in the budget. 


Part Il —- The Main Estimates directly support 
the Appropriations Act. 


Part If] - Departmental Expenditure Plans, 
which consist of two components—Reports 
on Plans and Priorities and Departmental 
Performance Reports. 
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Fiscal Year 2004-2005 


The Government of Canada posted a budgetary surplus of 
$1.6 billion in 2004-05. This marks the 8th consecutive year 
in which it has recorded a surplus, after 27 years of consecutive 
deficits. The entire $1.6-billion surplus reduces the amount of 


federal debt. 


As a result of the budgetary surpluses recorded since 1997-98, 
the federal debt (accumulated deficit) has been reduced by 

$63.0 billion to $499.9 billion from its peak of $562.9 billion 

in 1996-97. Taking all levels of government together,! the 
Organisation for Economic Co-operation and Development 
(OECD) estimates that Canada was the only Group of Seven (G7) 
country to post a surplus in 2004. 


Federal debt as a percentage of the economy was 38.7 per cent 

in 2004-05, a reduction of 29.7 percentage points from its peak 
of 68.4 per cent in 1995-96. Canada has made more progress in 
reducing its debt burden than any other G7 country. From having 
the second highest debt burden among G7 countries in the 
mid-1990s, Canada’s net debt burden for the total government 
sector was the lowest in 2004. 


1 Includes federal, provincial-territorial and local governments as well as the 
Canada Pension Plan and Quebec Pension Plan. 


pee Department of Finance Ministere des Finances 
Canada Canada 


The reduction in the federal debt burden is important for a variety 
of reasons. The reduction in the debt since 1997-98 has resulted in 
interest savings of over $3 billion annually. This money can now be 
used to fund valued programs and services. A lower debt burden also 
lessens the exposure of Canada’s fiscal situation to economic shocks, 
especially an increase in interest rates. Sustained balanced budgets 
and putting the debt on a steady downward track have also restored 
Canada’s triple-A credit rating in financial markets. Since this 
effectively sets the standard for the whole country, everyone 
benefits—from provinces and municipalities to individuals wanting 
to buy a home, start a business or run a farm. 


The aging of Canada’s population means that it is all the more 
critical to continue reducing the debt burden. The largest segment of 
the workforce was born during the post-war baby boom, and many 
of these workers are now approaching retirement. This will lead to 
growing demand for age-related public services at the same time that 
the number of people working to support those programs is 
shrinking. The less debt we carry, the greater the country’s flexibility 
to fund those services and keep levels of taxation to a minimum. 
Because of this, the Government of Canada set a long-run objective 
of reducing the federal debt-to-GDP (gross domestic product) ratio to 
25 per cent by 2014-15. This was the debt level that prevailed before 
the Government began to run large and persistent deficits in the early 
1970s. The Government is well placed to achieve that objective. 


Good fiscal management requires that the Government equip 

itself with the best possible economic and fiscal projections. To 

that end, last September I asked Dr. Tim O’Neill, a distinguished 
private sector economist, to undertake an examination of the federal 
government’s fiscal forecasting accuracy. This examination is now 
complete. A copy of Dr. O’Neill’s report was tabled in the House 
of Commons in June and can also be found on the Department of 
Finance website. The report sets out a number of recommendations, 
in particular for increasing the transparency in budget-related 
information and improving data quality and analysis. The 
Government is in complete agreement with the recommendations 
for transparency and data analysis, and intends to move forward 

in implementing them starting with the fall 2005 update. 


The financial data in this report are based on the audited results, which 
will appear in more detail in the Public Accounts of Canada 2005, 
scheduled for tabling in the House of Commons this fall. They cover the 
federal government’s spending and revenue performance for the past 
fiscal year (April 1, 2004 to March 31, 2005) and detail the factors 
affecting these results. In addition, the Fiscal Reference Tables 
publication has been updated to incorporate the results for 2004-05 
and historical revisions to the National Economic and Financial 
Accounts published by Statistics Canada. These tables are an integral 
part of this report. 


The Honourable Ralph Goodale, P.C., M.P. 
Minister of Finance 
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Fiscal Year 2004-2005 


Note to Readers 


The figures contained in the Annual Financial Report are presented on a net basis, consistent with 

the presentations in the budgets and in the Appropriation Acts, as approved by Parliament. In contrast, 
the figures in the Public Accounts of Canada 2005 are presented on a gross basis. The differences in 
classification affect both budgetary revenues and program expenses by a corresponding amount and, 
as such, have no impact on the budgetary balance. The impact of these classification differences on 
budgetary revenues and program expenses is explained in this report. 


The Government reports all revenues and expenses on an accrual basis. Further details on the Government’s 
accounting policies can be found in the section entitled “Notes to the Condensed Financial Statements” 
and in the Public Accounts of Canada 2005. 


REPORT HIGHLIGHTS 
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e A budgetary surplus of $1.6 billion was achieved in 2004-05. This marks the eighth consecutive 


year the federal budget has been in surplus. 


e Federal debt stood at $499.9 billion at the end of 2004-05, down $63.0 billion from its peak of 
$562.9 billion in 1996-97. The federal debt-to-GDP ratio is 38.7 per cent, down sharply from its 
peak of 68.4 per cent in 1995-96. It is now at its lowest level since 1983-84. 


e Market debt—the debt issued on credit markets to investors—as a percentage of GDP has declined 
to 33.8 per cent from the peak of 58.2 per cent in 1995-96. 


e The revenue-to-GDP ratio in 2004-05 was 15.4 per cent, up marginally from 15.3 per cent in 
2003-04. The ratio has fallen by 1.6 percentage points since 2000-01, primarily reflecting the 
impact of the tax reductions announced in the February 2000 budget and October 2000 Economic 


Statement and Budget Update. 


e The program expenses-to-GDP ratio increased to 12.6 per cent in 2004-05, up from 11.6 per cent 
in 2003-04, but remains well below levels recorded prior to actions taken in the mid-1990s to 


eliminate the deficit. 


e Public debt charges declined by $1.7 billion in 2004-05. As a percentage of revenues, public debt 
charges were 17.2 per cent in 2004-05, down from a peak of about 39 per cent in 1990-91. The share 
of revenues devoted to public debt charges is now at its lowest level since the late 1970s. 


The Budgetary Balance 


A budgetary surplus of $1.6 billion was recorded 
in 2004-05, down $7.5 billion from the surplus 
of $9.1 billion in 2003-04. Budgetary revenues 
increased by $12.2 billion, or 6.6 per cent, over 
the prior year, reflecting strong growth in the 
applicable tax bases and net gains from the sale 
of the Government’s remaining shares in 
Petro-Canada in September 2004. Public debt 
charges declined by $1.7 billion, or 4.6 per cent, 
due to a decline in the stock of interest-bearing 
debt and a decline in the average effective interest 
rate on that debt. Program expenses increased 

by $21.3 billion, or 15.1 per cent. Approximately 
half of the increase, or $10.6 billion, is due to 
one-time spending, of which 80 per cent relates 

to transfers to provinces and territories. Excluding 
these one-time expenses, program spending was up 
7.6 per cent. Transfers to provinces and territories 
(including both ongoing and one-time spending) 
accounts for almost 60 per cent of the increase in 
program spending in 2004-05. 


In the February 2005 budget, the Government 
estimated the budgetary surplus at $3.0 billion 
for 2004-05. This amount was allocated to 

the Contingency Reserve. The decrease in the 
2004-05 surplus compared to the February 2005 
budget was attributable to higher-than-expected 
program expenses, partially offset by higher-than- 
expected budgetary revenues. Budgetary revenues 
were $2.6 billion higher than forecast, due 
primarily to stronger-than-expected growth in 
corporate income tax revenues and other 
revenues. Program expenses were $4.5 billion 
greater than forecast, primarily reflecting an 
increase in provisions for agricultural assistance 
and other liabilities, as well as a change in 
accounting for the Offshore Revenues Accords 
($2.8 billion). At the time of the February 2005 
budget, it was the Government’s intention to 
expense this liability in annual instalments, 
consistent with the intent of the agreements. 
However, in the process of finalizing the financial 
statements, it was determined that the entire 
transfer should be expensed in 2004-05. 


Fiscal Year 2004-2005 


Budgetary Balance 


per cent of GDP 


billions of dollars 


1983-84 1986-87 1989-90 1992-93 1995-96 1998-99 2001-02 2004-05 


Sources: Public Accounts of Canada and Statistics Canada. 


In the absence of policy changes, the 
budgetary balance primarily mirrors economic 
developments. To adjust for economic 
developments, the budgetary balance and its 


components are often presented as a percentage 
of GDP. 


The budgetary surplus of $1.6 billion, or 

0.1 per cent of GDP, in 2004-05 represents 

a substantial improvement from the deficit 

of $38.5 billion, or 5.3 per cent of GDP, in 
1993-94. As a percentage of GDP, all of the 
fiscal improvement since 1993-94 is attributable 
to the decline in expenses (Table 1). Program 
expenses as a percentage of GDP declined from 
15.7 per cent in 1993-94 to 12.6 per cent in 
2004-05, while public debt charges fell from 

5.5 per cent in 1993-94 to 2.6 per cent in 
2004-05. In contrast, budgetary revenues fell 
from 16.0 per cent in 1993-94 to 15.4 per cent 
in 2004-05. The changes in the program expense 
and budgetary revenue ratios were due to 
discretionary policy actions. The decline in the 


2 


Total Government Financial Balances’ (2004) 
per cent of GDP 


G-7 Italy United Germany France United Japan Canada 
average Kingdom States 


'The OECD uses the term "financial balance" to mean 
budgetary balance. 


public debt charge ratio was attributable 

to the decline in interest-bearing debt, due to 
a turnaround in the fiscal situation and 

a decline in interest rates. 


Sound financial management has been at the 
core of the Government’s economic strategy 
over the past 11 years. This strategy has put an 
end to almost three decades of chronic deficits 
and resulted in eight consecutive surpluses—an 
achievement unparalleled since Confederation. 


According to OECD estimates for the total 
government sector,* Canada was the only 

G7 country to record a surplus in 2004. 
Canada’s surplus for 2004 is estimated at 

1.3 per cent of GDP, compared to an average 
deficit of 4.1 per cent in the G7 countries. 
Moreover, Canada is expected to continue to be 
the only G7 country to post a total government 
surplus again in 2005 and 2006, according to 
the OECD. 


“ Includes federal, provincial-territorial and local governments as well as the Canada Pension Plan and Quebec Pension Plan. 
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Table 4 
Budgetary Revenues and Expenses 

1993-94 2004-05 Change! 

(per cent of GDP) 

Budgetary revenues 16.0 15.4 -0.6 
Program expenses Low 126 3.1 
Public debt charges aE) 236 2.9 
Budgetary balance -5.3 0.1 5.4 


1 A negative number indicates a deterioration in the balance. A positive number indicates an improvement in the balance. 


Federal Debt 


F note 
The 2004-05 surplus of $1.6 billion brings the nce 
billions of dollars per cent of GDP 


federal debt—the accumulation of annual deficits se a 
and surpluses since Confederation—down to [_] left scale w _ 


$499.9 billion. From its peak of $562.9 billion SS 
in 1996-97, federal debt has declined by 

$63.0 billion. As a share of GDP, federal debt 
dropped to 38.7 per cent in 2004-05, down from 
the peak of 68.4 per cent in 1995-96. This is 

the ninth consecutive year in which the federal 
debt-to-GDP ratio has declined, bringing it to its 
lowest level since 1983-84. Federal debt at the 
end of 2004-05 was $15,544 for each Canadian, 
down from $15,742 a year earlier and down 1983-84 1986-87 1989-90 1992-93 1995-96 1998-99 2001-02 2004-05 
from $18,886 at the end of 1996-97, the last oe ee ee 


year the federal government recorded q deficit. Sources: Public Accounts of Canada and Statistics Canada. 


Federal Debt (Accumulated Deficit) 


Since 2002-03, the financial statements of the Government of Canada have been presented on a full 
accrual basis of accounting. Under the previous accounting standard—modified accrual accounting—net 
debt and the accumulated deficit were identical. Under the new standard, net debt now includes a 
comprehensive costing for financial liabilities but excludes non-financial assets. The accumulated deficit 
includes both. It is the sum of all surpluses and deficits in the past. 


Federal debt, referred to in the budget documents and the Annual Financial Report of the Government 
of Canada, is the accumulated deficit. It is the federal government’s main measure of debt, as annual 
changes in this measure determine the budgetary balance. 


Fiscal Year 2004-2005 


Table 2 
Financial Highlights 
1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 
($ billions) 
Budgetary transactions 
Revenues toca 16634 166.1 16207 Viavet Wee: 186.2 198.4 
Expenses 
Program expenses =106.9 =110.0 =109:6 = ike ar =125.0 -133.6 Ad AG) S627 
Public debt charges -43.1 -43.3 -43.4 -43.9 -39.7 -37.3 -35.8 -34.1 
Total expenses -150.0 -153.3 -153.0 -162.6 -164.7 -170.9 “Thee -196.8 
Budgetary balance pea 2.8 13.1 20.2 7.0 7.0 9.1 1.6 
Non-budgetary transactions 9.0 2.4 -5.3 -8.9 -7.4 0.6 -2.8 Ore 
Financial source/requirement shes Dae 7.9 11.3 -0.3 v6 6:2 4.8 
Net change in financing activities -9.6 -6.2 -4.0 -10.0 -4.1 =2.0 -2.2 -4.8 
Net change in cash balances les) -1.0 3.8 1.3 -4.4 onl 4.1 0.0 
Cash balance at end of period Alani ioe 145 15,5 Tt HOLS 20:5 20.6 
Financial position 
Total liabilities (1103 714.9 CASES Tloes 704.3 700.1 FOOT nOoeA 
Total financial assets 108.3 108.3 120.9 138.8 133.4 135.3 144.8 151.0 
Net debt 607.9 606.6 595.0 576.3 570.9 564.8 556.3 554.7 
Non-financial assets 47.2 48.7 50.2 Se 53.4 54.2 54.8 54.9 
Federal debt 
(accumulated deficit) 560.7 557.9 544.7 524.6 Diino 510.6 501.5 499.9 
Financial results (% of GDP) 
Budgetary revenues ee WAS) 16.9 17.0 ikomey 15.4 156 15.4 
Program spending 1251 12.0 ee tae, ies) ito feo 12.6 
Public debt charges 4.9 47 4.4 4 3.6 3.2 29 2.6 
Budgetary balance 0.2 O38 1.3 1.9 0.6 0.6 Cee 0.1 
Federal debt 
(accumulated deficit) 66:5 61.0 Sor 48.7 46.7 44.1 Ane 88.7 


Note: Numbers may not add due to rounding. 


Federal debt consists of interest-bearing debt 
and accounts payable and accrued liabilities, 
net of financial and non-financial assets. 
Interest-bearing debt, in turn, consists of 


unmatured, or market, debt and the 


Government’s obligations recorded in internally 
held accounts—primarily the liabilities for the 


federal government employees’ pension plans. 


The decrease in the federal debt of $1.6 billion 
in 2004-05 was attributable to an increase of 
$6.2 billion in financial assets—cash and tax 
receivables and loans, investments and 
advances—and a decline in market debt 
($4.8 billion). These positive developments were 
largely offset by an increase of $10.5 billion in 
accounts payable and accrued liabilities. 
Non-financial assets were virtually unchanged. 


Financial Source/Requirement 


The financial source/requirement measures the 
difference between cash coming in to the 
Government and cash going out. There was a 
financial source of $4.8 billion in 2004-05, 
compared to a financial source of $6.2 billion 
in 2003-04. This lower source is primarily 
attributable to a lower budgetary balance. 
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Budgetary Balance and 
Financial Source/Requirement 


billions of dollars 


20 [[] Budgetary balance 
—— Financial source/requirement 


1983-84 1986-87 1989-90 1992-93 1995-96 1998-99 2001-02 2004-05 


Sources: Public Accounts of Canada and Statistics Canada. 


Fiscal Year 2004-2005 


BUDGETARY REVENUES 


Budgetary revenues were reported at 

$198.4 billion, an increase of $12.2 billion, 
or 6.6 per cent, from 2003-04. Tax revenues 
rose by $9.4 billion, or 6.0 per cent, while 
employment insurance (EI) premium revenues 
fell by $0.2 billion, or 1.4 per cent. Other 
revenues increased by $3.1 billion, or 

26.0 per cent. Total budgetary revenues were 
$2.6 billion, or 1.3 per cent, higher than 
estimated in the February 2005 budget. 


The largest source of federal revenues is 
personal income tax revenues, which stood 

at 45.3 per cent of total revenues in 2004-05. 
Corporate income tax revenues were 

15.1 per cent of total revenues, up 9.2 percentage 
points from a low of 5.9 per cent in 1992-93. 

EI premium revenues contributed to 8.7 per cent 
of total revenues, having dropped from a peak 
of 16.6 per cent in 1993-94 due to annual 
reductions in premium rates in each of the 

last 11 years. 


Composition of Net Revenues 
for 2004-05 


Corporate income tax 
9 
. ‘0 


15.1% 
El premiums 
8.7% 


Personal income tax 


Other excise 
taxes and duties revenues 1.8% 
6.6% 75% ees 


Source: Public Accounts of Canada. 


Personal income tax revenues increased by 

$4.9 billion, or 5.8 per cent, in 2004-05. This 
growth is broadly in line with the growth of 

4.3 per cent in personal income. The difference in 
growth rates reflects a number of factors, 
including the progressivity of the personal income 
tax system and the fact that personal income, as 
measured by Statistics Canada, excludes some 
components of taxable income, such as pension 
income and capital gains. 


Corporate income tax revenues increased by 
$2.5 billion, or 9.2 per cent, in 2004-05. This 
rate of growth was about half the 18.7-per-cent 
growth in corporate profits in 2004 and down 
from the 23.4-per-cent increase in corporate 
income tax revenues recorded in 2003-04. The 
strong growth of corporate income tax revenues 
in 2003-04 was attributable to an extraordinary 
gain of $2.5 billion stemming from the 
revaluation of U.S.-dollar-denominated liabilities 
in the financial services sector. Excluding the 
impact of this one-time factor, the increase in 
corporate income tax revenues in 2004-05 

was broadly in line with the growth in 
corporate profits. 


Other taxes and duties increased by $1.5 billion, 
or 3.6 per cent, in 2004-05. This increase was 
primarily attributable to higher goods and 
services tax (GST) revenues (up $1.5 billion, 

or 5.2 per cent), in line with the growth in the 
applicable tax base. The other components of 
excise taxes and duties are small and volatile. 
The decline in the Air Travellers Security Charge 
reflects a reduction in rates, effective 

April 1, 2004. 


EI premium revenues declined $0.2 billion, or 
1.4 per cent, as the reduction in premium rates 
more than offset the impact of the increase in 
the number of people employed and therefore 
paying premiums. The employee premium rate 
(per $100 of insurable earnings) was reduced 
from $2.10 for 2003 to $1.98 for 2004. 
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Table 3 
Revenues 
2003-04 2004-05 Net change 
($ millions) (%) 
Tax revenues 
Net income tax collections 
Personal income tax 84,895 89,833 4,938 5.8 
Corporate income tax 21401 29,956 SES 9.2 
Other income tax revenues 3,142 3,560 418 13:3 
Total 115,468 123,349 7,881 6.8 
Other taxes and duties 
Goods and services tax (GST) 28,286 29,758 1542 One 
Customs import duties 2,887 3,091 204 Al 
Energy taxes 4,952 5,054 102 Ze 
Air Travellers Security Charge 410 370 -40 -9.8 
Other excise taxes and duties 4,830 4,584 -246 “0:1” 
Total 41,365 42,857 1,492 3:6 
Net tax revenues 156,833 166,206 9,373 6.0 
Employment insurance premium revenues 17,546 Ti,00%, -239 -1.4 
Net other revenues 
Crown corporation revenues 4,719 5,321 603 12.8 
Foreign exchange revenues 2,090 Te WES) -915 -43.8 
Other revenues 5,020 8,411 3,391 of.5 
Total 11,828 14,907 3,078 26.0 
Net budgetary revenues 186,207 198,420 Ag2l2 6.6 


Note: Numbers may not add due to rounding. 


Other revenues consist of net gains/losses from 
Crown corporations, such as the Bank of 
Canada, Export Development Canada, and 
Canada Mortgage and Housing Corporation; 
foreign exchange revenues; and other revenues, 
primarily from the sale of goods and services. 
Other revenues were up $3.1 billion, or 

26.0 per cent, primarily reflecting the $2.6-billion 
net gain the Government realized by selling its 
remaining shares in Petro-Canada, as well as 
higher profits from Crown corporations (up 
$0.6 billion). In contrast, foreign exchange 
revenues were down $0.9 billion, due to the 
appreciation in the value of the Canadian dollar. 


The revenue ratio—budgetary revenues as a 
percentage of GDP—represents an approximate 
measure of the overall federal “tax burden” in 
that it compares the total of all federal revenues 
collected to the size of the economy. The revenue 
ratio stood at 15.4 per cent in 2004-05. It has 


been relatively stable since 2001-02, but is 
down significantly from an average ratio of 
17.0 per cent over the period 1996-97 to 
2000-01. This decline was primarily due to 

the tax reduction measures announced in the 
February 2000 budget and the October 2000 
Economic Statement and Budget Update, which 
significantly reduced personal and corporate 
income taxes and EI premium rates. 


It should be noted that some components of 
income subject to taxation are excluded from 
the Statistics Canada measure of GDP, such as 
capital gains and income from trusteed pension 
plans. As a result, this ratio overstates the 
effective tax burden. In addition, the nominal 
income estimates are subject to annual revision 
by Statistics Canada, which has resulted in 
changes in this ratio once revised data are 
incorporated. Therefore, caution should be 
exercised in interpreting this ratio. 
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The figures in Table 3 are presented on a “net” 
basis, reflecting the way in which revenues and 
expenses are presented to Parliament in the 
Government’s annual budget. As a result, the 
Canada Child Tax Benefit is netted against 
personal income tax revenues. Departmental 
revenues that are levied for specific services, such 
as the contract costs of policing services in 
provinces, are netted against expenses, as such 
revenues are credited to the department in 
accordance with parliamentary authority. 
Revenues of consolidated Crown corporations 
are netted against their total expenses. This 
classification has the effect of reducing both 
revenues and expenses but has no impact on the 
budgetary balance. Table 4 shows the impact 
of “grossing up” budgetary revenues for these 
adjustments. In 2004-05, they amounted to 
$13.2 billion, up $0.9 billion from the previous 
fiscal year. The largest component is the Canada 
Child Tax Benefit, amounting to $8.7 billion in 
2004-05, up 7.8 per cent from 2003-04. 

As a result, gross budgetary revenues were 
$211.7 billion in 2004-05, up 6.6 per cent 
from 2003-04. 


Table 4 
Reconciliation Between Net and Gross Budgetary Revenues 
2003-04 2004-05 Net change 
($ millions) (%) 
Net budgetary revenues 186,207 198,420 12,212 6.6 
Adjustments 
Canada Child Tax Benefit 8,062 8,688 626 tis 
Revenues netted against program expenses 3,076 3,044 -32 “1.0 
Revenues of consolidated Crown corporations 0G 1,506 304 Zoo 
Net adjustment 12,340 oRZOG 899 TAKS, 
Gross budgetary revenues 198,547 211,658 13,111 6.6 


Note: Numbers may not add due to rounding. 
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TOTAL EXPENSES 


Total expenses consist of two components— 
public debt charges and program expenses. 

In 2004-05 total expenses amounted to 

$196.8 billion, up $19.7 billion, or 11.1 per cent, 
from 2003-04 (Table 5). Public debt charges 
declined by $1.7 billion, or 4.6 per cent, while 
program expenses advanced $21.3 billion, or 
15.1 per cent. Approximately 60 per cent of this 
increase (or $12.6 billion) was due to increases in 
transfers to other levels of government. 


Total expenses for 2004-05 were $3.9 billion, 
or 2.0 per cent, higher than estimated in the 
February 2005 budget. 


Major transfers to persons, consisting of elderly 
benefits and EI benefits, and major transfers to 
other levels of government (Canada Health and 
Social Transfer, fiscal arrangements and 
Alternative Payments for Standing Programs), are 
the two largest components of federal expenses, 
each representing just over 21 per cent of total 
spending. This is followed by public debt charges 
at 17.3 per cent, and other departmental and 
agency operating expenses at 16.1 per cent. There 
has been a shift in the composition of total 
expenses since the early 1990s. Public debt 
charges was the largest component for most of 


Composition of Net Expenses 
for 2004-05 


Transfers to 
governments Transfers to persons 
21.3% 21.7% 


Other transfers 
12.7% 


Public debt interest 
17.3% 


All other 
departmental 
operating expenses 
16.1% 


Defence 
71% 


Crown 
corporations 
3.8% 


Source: Public Accounts of Canada. 
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the 1990s, given the increase in the stock of 
interest-bearing debt and high average effective 
interest rates on that stock. With the elimination 
of the deficit, eight consecutive surpluses and a 
reduction in interest rates, its share has fallen 
over 14 percentage points from a high of nearly 
32 per cent in 1996-97. 


The expense ratio—total expenses as a percentage 
of budgetary revenues—stood at 99.2 per cent 

in 2004-05, up 4.1 percentage points from 
2003-04. An expense ratio of less than 

100 means that revenues exceed expenses, 
resulting in a surplus. Since the federal 
government first recorded a surplus in 1997-98, 
the expense ratio has been less than 100. 

This is in sharp contrast to the previous 27 years, 
in which revenues did not cover expenses, 
requiring the borrowing of the difference. The 
increase in the ratio since 2000-01 reflects the 
combination of the impact of the 2000 tax 
reductions and the introduction of new programs. 


Public debt charges declined by $1.7 billion, 

or 4.6 per cent, to $34.1 billion in 2004-05, 
reflecting the impact of a decline in the stock of 
interest-bearing debt, along with a decline in the 
average effective interest rate on that debt. 


Expense Ratio 


expenses as a per cent of revenues 
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e The average effective interest rate on the 
Government’s interest-bearing debt 
(unmatured debt and pension liabilities) was 
5.5 per cent in 2004-05, compared to 
5.8 per cent in 2003-04. The average effective 
interest rate was 5.0 per cent on unmatured 
debt, compared to 5.3 per cent in 2003-04. In 
contrast, the average effective interest rate on 
pension and other accounts was 6.9 per cent, 
up 0.1 percentage points from 2003-04. 


e The stock of total interest-bearing debt 
decreased by $5.9 billion, from $621.1 billion 
in 2003-04 to $615.3 billion in 2004-05. The 
stock of market debt declined by $4.8 billion 
to $435.5 billion, while liabilities to pension 
and other accounts decreased by $1.1 billion 
to $179.8 billion. 


The interest ratio—public debt charges as a 
percentage of budgetary revenues—declined from 
19.2 per cent in 2003-04 to 17.2 per cent in 
2004-05. This ratio means that, in 2004-05, 

the Government spent just over 17 cents of every 
revenue dollar on interest on the public debt. 
This is down from the peak of about 39 cents in 
1990-91 and is the lowest this ratio has been 
since the late 1970s. This is money that must 

be paid to meet the Government’s ongoing 
obligations on its debt. The lower the ratio, the 
more flexibility the Government has to address 
the key priorities of Canadians. 


Program expenses amounted to $162.7 billion 

in 2004-05, an increase of $21.3 billion, or 

15.1 per cent, from 2003-04. Increases were 
recorded in all major components, primarily 
reflecting the impact of previous budget measures. 


Approximately half of the $21.3-billion increase 
was due to one-time spending, including: 


e $4.3 billion for the Wait Time Reduction Fund; 
e $2.8 billion for the Offshore Revenues Accords; 


e $2.3 billion for Atomic Energy of Canada 
Limited (AECL) environmental liabilities; 


¢ $700 million for early learning and child care; 
and 


e $500 million for medical equipment. 
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Major transfer payments to persons increased by 


$0.7 billion, or 1.6 per cent. 


e Elderly benefits consist of Old Age Security, 
Guaranteed Income Supplement and 
Allowance payments. Total benefits were up 
$1.0 billion, or 3.6 per cent, in 2004-05, 
reflecting both higher average benefits, which 
are indexed to inflation, and an increase in the 
number of recipients. 


e EI benefits consist of regular benefits, 
special benefits (sickness, maternity, paternity, 
adoption and fishing) and labour market 
adjustment benefits. Total benefits decreased 
by $0.3 billion in 2004-05. The decline in 
benefit payments was attributable to a 
decrease in regular benefits, which is in line 
with improvements in the labour market. 


ANNUAL FINANCIAL REPORT 
Table 5 
Total Expenses 
2003-04 2004-05 Net change 
($ millions) (%) 
Transfers payments 
Major transfers to persons 
Elderly benefits 26,902 ot Oita 969 3.6 
Employment insurance benefits 15,058 14,748 -310 -2.1 
Total 41,960 42,619 659 1.6 
Major transfers to other levels of government 
Support for health and other social programs 20,341 23,081 2,740 13:5 
Canada Health and Social Transfer supplement 2,000 -2,000 
Wait Times Reduction Fund 4,250 4,250 
Medical Equipment Fund 500 500 
Early learning and child care 700 700 
National Immunization Fund 400 -400 
Fiscal arrangements and other transfers 9,351 13,340 3,989 42.7 
Offshore Revenues Accords 2,830 2,830 
Alternative Payments for Standing Programs -2,/00 -2,746 -46 nee 
Total 29,392 41,955 WARS, 8: Ge7 
Subsidies and other transfers! 22,964 25,001 2,037 8.9 
Total transfer payments 94,316 109,575 15,259 16.2 
Other program expenses 
Crown corporations 
Canada Mortgage and Housing Corporation 2,092 2,0f2 -20 -0.9 
Canadian Broadcasting Corporation 1,066 1 O37 -29 -2.7 
Other cultural agencies 539 618 79 14.6 
Canadian Air Transport Security Authority 351 501 150 42.6 
Other 1,316 Slee RS OY VA 
Total 5,365 7,401 2,087 38.0 
Defence 12,449 13,924 14/5 Ais! 
All other departments and agencies 29,225 Site 2,047 ue 
Total other program expenses 47,039 53,097 6,057 12.9 
Net program expenses 141,355 162,672 21,316 15.4 
Public debt charges 35,769 34,118 -1,651 -4.6 
Net expenses 177,124 196,790 19,665 11.1 


1 See Table 6 for details. 


Note: Numbers may not add due to rounding. 
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Major transfer payments to other levels of 
government include the Canada Health Transfer 
(CHT), the Canada Social Transfer (CST), fiscal 
arrangements (equalization, transfers to the 
territories, as well as a number of smaller transfer 
programs), transfers under the Offshore Revenues 
Accords, and Alternative Payments for Standing 
Programs. Transfers increased by $12.6 billion, 
or 42.7 per cent, in 2004-05, following a 
decrease of $1.3 billion, or 4.1 per cent, 

in 2003-04. 


e The CHT and CST—block-funded transfers— 
support health care, post-secondary education, 
social assistance and social services, including 
early childhood development. These programs 
provide support in the form of cash and tax 
transfers to the provinces and territories. As 
part of the First Ministers’ Meeting on health 
in September 2004, the Government provided 
the provinces and territories with an additional 
$5.75 billion for health in 2004-05, including 
$4.25 billion for a Wait Times Reduction 
Fund, $1.0 billion to close the short-term 
“Romanow gap,” and $0.5 billion for medical 
equipment. In addition, the 2005 budget 
provided $0.7 billion to provinces and 
territories for early learning and child 
care programs. 


¢ Total entitlements under fiscal arrangements 
and other transfers increased by $4.0 billion 
to $13.3 billion in 2004-05. Under the 
equalization program, the federal government 
transfers funds to the less prosperous provinces 
so that they can provide their residents with 
public services reasonably comparable to those 
in other provinces without having to resort to 
higher-than-average taxation. As part of the 
First Ministers’ Meeting on equalization and 
Territorial Formula Financing in October 
2004, the Government provided provinces and 
territories with an incremental $1.5 billion. 
Most of the remaining difference in fiscal 
arrangements was attributable to the recording 
of receivables in 2003-04 with respect to 
equalization overpayments in previous years, 
which depressed equalization entitlements 
in that year. 


e The Offshore Revenues Accords, signed in 
February 2005, are designed to provide the 
provinces of Nova Scotia and Newfoundland 
and Labrador with additional payments to 
provide 100-per-cent offset against reductions 
in equalization payments resulting from 
offshore resource revenues. Budget 2005 
provided the provinces with a minimum 
commitment of $2.8 billion under these 
agreements, all of which has been expensed 
in 2004-05. 


e The Alternative Payments for Standing 
Programs represent recoveries of federal tax 
point abatements under contracting-out 
arrangements. These arrangements allow 
provinces to assume the administrative and 
financial authority for certain federal- 
provincial programs. In turn, the federal 
government provides provinces with tax 
points, the value of which are netted against 
total entitlements and accordingly recovered 
from cash transfers. These recoveries reflect 
the growth in the value of the tax points. 


Subsidies and other transfers advanced by 

$2.0 billion, or 8.9 per cent (Table 6). The 
increase in this component was attributable to 
transfers to foundations included in Budget 2005, 
as well as new policy initiatives announced in 
previous budgets, including a commitment to 
increase Canada’s international assistance by 

8 per cent per year, increased funding for the 
federal granting councils, and increased support 
for the development and commercialization of 
environmental technologies. 
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Table 6 
Subsidies and Other Transfers 
2003-04 2004-05 Net change 
($ millions) (%) 
Agriculture and Agri-Food 
BSE recovery program 1,401 1,488 87 6.2 
Other 2,519 1,264 Wels) -49.8 
Foreign Affairs and International Trade 2,683 3,408 25 ZO, 
Health Canada 
First Nations and Inuit health 702 779 i ee) 
Canadian Institutes of Health Research 647 OS 58 8.9 
Primary Health Care Transition Fund 209 an 2 0.8 
Grant to Ontario: SARS 330 -330 
Other 5/76 381 -194 “360 
Human Resources and Skills Development 
Student assistance programs 804 759 -46 -5.7 
Labour market programs 139 500 -200 -32.0 
Canadian Council on Learning 85 “GO 
Other 407 358 -50 -12.2 
Indian Affairs and Northern Development 4,794 4,934 139 2.9 
Industry/regional agencies/granting councils 
Technology Partnerships Canada 312 304 -8 e250 
Infrastructure Canada 334 398 64 19.1 
Regional agencies 761 563 -199 -26.1 
Natural Sciences and Engineering Research 
Council of Canada/Social Sciences and 
Humanities Research Council of Canada ike” 1,263 129 11.4 
Other 492 377 -114 -23.2 
Canada Health Infoway 100 -100 
Genome Canada 225 220 
Green Municipal Fund 300 300 
Sustainable Development 
Technology Canada 250 200 200 -20.0 
Other 3,687 6,584 2,897 78.6 
Total 22,964 25,001 2,037 8.9 


Note: Numbers may not add due to rounding. 


Other program expenses—total program 
expenses less transfers—consist of expenses 
related to Crown corporations, and operating 
expenses of departments and agencies, including 
National Defence. These expenses amounted 

to $53.1 billion in 2004-05, up $6.1 billion, 

or 12.9 per cent, from 2003-04. Within 

this component: 


e Expenses related to Crown corporations were 
up by $2.0 billion to $7.4 billion in 2004-05. 
This component includes appropriations to 
consolidated Crown corporations (those 
Crown corporations that rely on government 
funding as their principal source of revenue). 


The increase in Crown corporation expenses 
was due mainly to a $2.3-billion expense 
recorded by AECL for environmental 
liabilities, reflecting changes in its 
decommissioning plan and underlying 
assumptions. 


Defence expenses increased by $1.5 billion, 
or 11.8 per cent, primarily reflecting 
incremental annual funding to strengthen 
Canada’s military. 


All other departmental and agency expenses 
increased by $2.5 billion, or 8.7 per cent, due 
to higher operating costs as well as previous 
budget measures. 
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The program share—program expenses as a 
percentage of budgetary revenues—amounted to 
82.0 per cent in 2004-05, up from 75.9 per cent 
in 2003-04. 


The above numbers are presented on a “net” 
basis, as discussed in the previous section, 
“Budgetary Revenues.” Gross expenses are 
$13.2 billion higher than net expenses, as shown 
in Table 7. 


Table 7 


Program Share 


program expenses as a per cent of revenues 
140 
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Source: Department of Finance. 


Reconciliation Between Net and Gross Expenses 


Net expenses 

Adjustments 
Canada Child Tax Benefit 
Revenues netted against program expenses 
Revenues of consolidated Crown corporations 
Net adjustment 


Gross expenses 


Note: Numbers may not add due to rounding. 
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177,124 196,790 19,665 Wet 
8,062 8,688 626 (ies: 
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THE BUDGETARY BALANCE, FINANCIAL 
SOURCE/REQUIREMENT AND DEBT 


The budgetary balance is the most comprehensive 
measure of the federal government’s fiscal results. 
It is presented on a full accrual basis of 
accounting, recording government liabilities when 
they are incurred, regardless of when the cash 
payment is made, and recording tax revenues 
when earned, regardless of when the cash 

is received. 


In contrast, the financial source/requirement 
measures the difference between cash coming in 
to the Government and cash going out. It differs 
from the budgetary balance in that it includes 
cash transactions in loans, investments and 
advances, federal employees’ pension accounts, 
other specified purpose accounts, foreign 
exchange activities, and changes in other financial 
assets, liabilities and non-financial assets. These 
activities are included as part of non-budgetary 
transactions. The conversion from full accrual to 
cash accounting is also reflected in non-budgetary 
transactions. 


Non-budgetary transactions in 2004-05 resulted 
in a net source of funds amounting to 

$3.2 billion, compared to a requirement of 

$2.8 billion in 2003-04. This turnaround largely 
reflects a change in the timing of the recognition 
and settlement of liabilities over the two years. 
In 2004-05, significant liabilities were recorded 
for which payment will not occur until future 
periods, such as $2.8 billion for the Offshore 
Revenues Accords and $2.3 billion for AECL’s 
environmental liabilities. In contrast, in 2003-04 
significant payments were made to settle 
liabilities recorded in prior years, such as the 
2003 Canada Health and Social Transfer 
supplement ($2.5 billion) and the 2003 Medical 
Equipment Trust ($1.5 billion). The increase 

in cash inflows arising from accounts payable 
and accrued liabilities was partially offset by 
increased requirements for other investing 
activities, primarily for increased loans under 
the Canada Student Loans Program, and 
increased requirements relating to the transfer 
of the Government’s holdings in the Canada 
Pension Plan to the Canada Pension 

Plan Investment Board. 


With a budgetary surplus of $1.6 billion and 
a net source from non-budgetary transactions 
of $3.2 billion, there was a financial source of 
$4.8 billion in 2004-05, compared to a source 
of $6.2 billion in 2003-04 (Table 8). 


With this financial source, the Government 
retired $4.8 billion of its market debt and 
increased its cash balances by $49 million. 
Cash balances at March 31, 2005, stood at 
$20.6 billion. 


Total liabilities consist of interest-bearing 

debt and accounts payable and accrued liabilities. 
Interest-bearing debt includes market debt and 
liabilities for pension and other accounts. At 
March 31, 2005, interest-bearing debt amounted 
to $615.3 billion, down $5.9 billion from a year 
earlier (Table 9). Accounts payable and accrued 
liabilities amounted to $90.5 billion, 

up $10.5 billion from 2003-04 due to previous 
budget measures and increased provisions for 
liabilities. As a result, total liabilities at 

March 31, 2005, stood at $705.7 billion, up 
$4.6 billion from the previous year. 


Financial assets consist of cash and accounts 
receivable, including tax receivables, foreign 
exchange accounts and loans, investments and 
advances. Financial assets totalled $151.0 billion 
at March 31, 2005, up $6.2 billion from 

March 31, 2004. Increases were recorded in cash 
and accounts receivable (up $5.4 billion) and in 
loans, investments and advances (up $4.3 billion) 
while net assets in foreign exchange accounts 
declined by $3.4 billion. The latter primarily 
reflects revaluation losses due to appreciation of 
the Canadian dollar. As a result, net debt stood 
at $554.7 billion at March 31, 2005, down 

$1.6 billion from March 31, 2004, and 

$54.2 billion below the peak of $609 billion at 
March 31, 1997. As a percentage of GDP, net 
debt dropped to 43.0 per cent in 2004-05, down 
30.9 percentage points from its peak of 

73.9 per cent in 1995-96. This is the ninth 
consecutive year in which the net debt-to-GDP 
ratio has declined. 
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Table 8 
Budgetary Balance, Financial Source/Requirement and Net Financing Activities 
1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 
($ billions) 
Surplus for the year 2.1 2.6 13.1 20.2 7.0 7:0 9.1 1.6 
Non-budgetary transactions 
Pensions and other accounts 
Public sector pensions (net) Bs 5.0 one) 0.8 -2.3 -1.2 1.9 2.0 
Canada Pension Plan Ors ee 0.8 0:2 0.4 0.3 0.4 47 
Other 0.9 hea 0.8 a 0.9 ee, 0.4 1.6 
Total 4.6 (Ge Tee 3.2 1.0 0.3 2.6 -1.1 
Capital investing activities -3.3 onl -3.8 ORs) -4.4 -4.8 -4.4 “4.5 
Other investing activities Ese 3.4 3.1 0.4 whee 0.5 -2.4 -4.3 
Other activities 
Accounts payable, receivable, 
accruals and allowances 4.7 -1.1 -7.6 -2.3 -4.2 lea -6.8 5.9 
Foreign exchange activities “2.2 Oui "6.5 -8.8 =1.6 3.1 4.6 3.4 
Amortization of tangible 
capital assets 2.9 EXE: 20 Oe 2:6 oo CHS. oat 
Total other activities 4.9 -4.5 =12.2 -8.8 -3.4 4.6 1.4 13.0 
Total non-budgetary transactions 9.0 2.4 -5.3 -8.9 -7.4 0.6 -2.8 Bee 
Financial source/requirement 11.1 Bi2 7.9 11.3 -0.3 7.6 6.2 4.8 
Net change in financing activities 
Marketable bonds 19.8 9.6 -0.9 1.0 “1.1 -5.6 -9.5 “12.2 
Treasury bills Hai I -15.4 2.9 -11.2 SHS) 10.4 9.0 13.8 
Canada Savings Bonds -2./ -2.1 -1.2 -0.4 -2.3 -1.4 =1.3 -2.3 
Other 0.4 ey -4.9 Or +6,2 -5.9 -0.4 -4.1 
Total -9.6 =O,2 -4.0 -10.0 -4.4 -2.5 -2.2 -4.8 
Change in cash balances 1S a8 3.8 1.3 -4.4 Ona 4 0.0 
Cash at end of year 11.7 10.7 14.5 15.8 11.4 16.5 20.5 20.6 


Note: Numbers may not add due to rounding. 


Non-financial assets, consisting of tangible 
capital assets, inventories and prepaid expenses, 
amounted to $54.9 billion at March 31, 2005, 
up marginally by $48 million from 

March 31, 2004. 


With total liabilities of $705.7 billion, financial 
assets of $151.0 billion and non-financial 

assets of $54.9 billion, the federal debt 
(accumulated deficit) stood at $499.9 billion 

at March 31, 2005, down a total of $1.6 billion 
from 2003-04 and $63.0 billion from its peak 
in 1996-97. The decline in federal debt between 
2003-04 and 2004-05 was largely attributable 
to the decrease in interest-bearing debt and an 
increase in financial assets. 
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Table 9 
Outstanding Debt at Year-End 
1997-98 1998-99 1999-00 2000-01 2001-02 2002-08 2003-04 2004-05 
($ billions) 
Liabilities 
Accounts payable and 
accrued liabilities Sile2 Soil 81.1 Sie SHS 79.4 80.0 90.5 
Interest-bearing debt 
Unmatured debt 469.2 463.0 459.0 449.0 444.9 442.4 440.2 AS\S) |S; 
Pension and other accounts 160.9 168.2 WSs 179.0 WATS) TASS 180.9 179.8 
Total 630.1 OSi-Z 634.8 628.0 622.8 620%7 621.1 Cillore 
Total liabilities ile 714.9 aS alam 704.3 700.1 Oalent TAS, 
Financial assets 
Cash and accounts receivable 55.2 55.9 67.0 59.8 62.6 70.9 76.3 
Foreign exchange accounts 29.0 34.7 50:3 52.0 49.0 44.3 40.9 
Loans, investments and 
advances 19.2 17.8 18.4 21.6 2ARG PET 29.5 33.9 
Total financial assets Gere 108.3 120.9 138.8 WS! SOLO 144.8 ole 
Net debt 607.9 606.6 595.0 576.3 570.9 564.8 556.3 Lo loy- Sa 
Non-financial assets 
Tangible capital assets 40.2 Ze) 42.9 44,2 465.7 47.0 AT.? 48.2 
Inventories 6.2 6.3 6.5 6.6 6.4 Gril 6.1 BS) 
Prepaid expenses 0.9 0.9 0.9 0.9 12 1.4 0.9 14 
Total non-financial assets NT 48.7 0) Sle Ho 54.2 54.8 54.9 
Federal debt 
(accumulated deficit) 560.7 557.9 544.7 524.6 Sie 510.6 501.5 499.9 


Note: Numbers may not add due to rounding. 


Foreign holdings of the Government of Canada’s 


outstanding market debt are estimated at 

$56.9 billion at the end of March 2005, 
representing 13.1 per cent of the Government’s 
total market debt. This is down from the end of 
March 2004, when foreign holdings stood at 
$60.0 billion, or 13.6 per cent, of total 

market debt. 


Foreign Holdings of 
Government of Canada Debt 


percent of total mare: dept of total market debt 
Se 
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Sources: Department of Finance and Statistics Canada. 
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COMPARISON OF ACTUAL BUDGETARY OUTCOMES 


TO BUDGET ESTIMATES 


This section compares the actual outcome for the 
major components of the budgetary balance for 
2004-05 to the estimates presented in the 
February 2005 budget. The Government targeted 
a balanced budget or better for 2004-05 in the 
February 2005 budget. Under the Debt 
Repayment Plan, the fiscal target for each year 

is based on: 


e Using the average of private sector economic 
forecasts for budget-planning purposes. 


e Including an annual Contingency Reserve to 
cover risks arising from unpredictable events 
and unavoidable inaccuracies in the economic 
and fiscal models used to translate the 
economic assumptions into detailed budget 
forecasts. It is not a source of funding for new 
policy initiatives. If not needed, it is used to 
reduce the federal debt. 


e Adding an extra degree of economic prudence 
to provide further assurance against falling 
back into deficit. As is the normal practice, 
no additional prudence was added in the 
February 2005 budget for 2004-05, given that 
the fiscal year was nearly over. 


After accounting for the fiscal impact of the new 
spending initiatives, the February 2005 budget 
estimated a surplus of $3.0 billion for 2004-05. 
This amount was allocated to the Contingency 
Reserve. The final audited budgetary surplus for 
2004-05 was $1.6 billion. 


Most of this variance was attributable to higher 
program expenses, up $4.5 billion from that 
estimated in the February 2005 budget. The 
higher expenses primarily relate to increased 
transfers to other levels of government and 
increased assistance to the agricultural sector. 
These higher expenses were partially offset by 

a $2.6-billion increase in budgetary revenues, 
reflecting stronger-than-expected receipts in the 
final quarter of the 2004-05 fiscal year. 
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Within program expenses, EI benefits were 

$0.5 billion lower than expected, reflecting 
stronger employment gains in the final quarter of 
2004-05, while elderly benefits were marginally 
lower ($0.1 billion). Major transfers to other 
levels of government were $2.9 billion higher 
than expected, due largely to the recording in 
2004-05 of the entire $2.8-billion transfer under 
the February 2005 Offshore Revenues Accords. 
At the time of the February 2005 budget, it was 
the Government’s intention to expense this 
liability in annual instalments, consistent with the 
intent of the agreements. However, after further 
consideration and discussions with the Auditor 
General, the Government concluded that, on 
balance, the evidence supports expensing the 
entire transfer in 2004-05. 


Other expenses were $2.3 billion higher than 
forecast due to the $1-billion agricultural 
assistance package announced in March 2005 
and increased provisions for liabilities, including 
AECL environmental liabilities. 


Public debt charges were $0.6 billion lower than 
estimated, due to lower effective interest rates. 


Information received after finalizing the estimates 
for the February 2005 budget indicated that some 
components of revenues were higher than 
expected. Corporate income tax revenues were 
$1.5 billion greater due to higher-than-expected 
year-end settlement payments from the 
manufacturing and energy sectors, which were 
received in February and March. Higher net 
gains from Crown corporations and other 
miscellaneous revenues explain most of the 
$1.2-billion increase in other revenues. The final 
outcome for 2004-05 indicates that the revenue 
yield was higher than expected at the time of 

the February 2005 budget. 
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Table 10 
Comparison of Actual Outcomes to February 2005 Budget 
Actual 2005 budget Difference 
($ billions) 
Budgetary revenues 
Personal income tax 89.8 89.6 0.2 
Corporate income tax 30.0 28.4 15 
Other income tax 3.6 3.6 0.0 
Excise taxes and duties 42.9 43.4 -0.6 
Employment insurance premium revenues 1t.3 hie 0.2 
Other revenues 14.9 13.8 Ace 
Total 198.4 195.8 2.6 
Program expenses 
Major transfers to persons 
Elderly benefits 27.9 28.0 -0.1 
Employment insurance benefits 14.7 13 -0.5 
Major transfers to other levels of government 
Canada Health and Social Transfer 28.5 ove 0.0 
Fiscal arrangements 16.2 13.3 2.9 
Alternative Payments for Standing Programs -2.7 -2.7 0.0 
All other expenses tou eek Zo 
Total NO2at 158.1 4.5 
Public debt charges 34.1 34.7 -0.6 
Budgetary outcome/estimate 1.6 3.0 -1.4 


Note: Numbers may not add due to rounding. 
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Auditor General of Canada 
Vérificatrice générale du Canada 


REPORT OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance: 


The accompanying condensed statements of operations and accumulated deficit, financial position, change 
in net debt and cash flow are derived from the complete financial statements of the Government of Canada 
as at March 31, 2005, and for the year then ended on which I expressed an opinion without reservation in 
my Report to the House of Commons dated August 31, 2005. 


For more complete information, readers should refer to my Report, which will be included in Volume I of 
the Public Accounts of Canada 2005, expected to be tabled in the House of Commons later this year. 


The fair summarization of the complete financial statements is the responsibility of the Government. 
My responsibility, in accordance with the applicable Assurance Guideline of The Canadian Institute of 
Chartered Accountants, is to report on the condensed financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material respects, 
the related complete financial statements in accordance with the criteria described in the Guideline referred 
to above. 


Since these are condensed financial statements, readers are cautioned that these statements may not be 
appropriate for their purposes. For more information on the Government’s financial position, results of 
operations and cash flow, reference should be made to the related complete financial statements, which will 
also be included in Volume I of the Public Accounts of Canada 2005. 


Wheitea Aoer 
Sheila Fraser, FCA 


Auditor General of Canada 


Ottawa, Canada 
August 31, 2005 
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Fiscal Year 2004-2005 


CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The fundamental purpose of these condensed Accounts of Canada 2005, which are expected 
financial statements is to provide an overview to be tabled in Parliament later this year. As 

of the financial affairs and resources for which these condensed financial statements are, by 

the Government is responsible under authority their nature, summarized, they do not include all 
granted by Parliament. Responsibility for the disclosure required for financial reporting by 
integrity and objectivity of these statements rests governments in Canada. Readers interested in the 
with the Government. disclosure of more detailed data should refer 


to the audited financial statements in the 


These financial statements are extracted and Peni aan 


condensed from the audited financial statements 
included in Section 2 of Volume I of the Public 


Table 11 


Government of Canada 
Condensed Statement of Operations and Accumulated Deficit 
for the Year Ended March 31, 2005 


2005 2004 
Budget! Actual Actual 
($ millions) 
Revenues 
Income tax 25,200 132,037 123,530 
Other taxes and duties 41,700 42,857 Algood 
Employment insurance premiums 17,000 17,307 17,546 
Other revenues 16,900 19,457 16,106 
Total revenues 200,800 211,658 198,547 
Expenses 
Transfer payments 
Old age security and related payments 27,900 2f,07\ 26,902 
Other levels of government 30,600 41,955 29,392 
Employment insurance benefits TCO 14,748 15,058 
Other transfer payments 32,800 33,689 31,026 
Total transfer payments 107,000 118,263 102,378 
Other program expenses 54,400 57,647 Shots 
Total program expenses 161,400 175,910 153,695 
Public debt charges 35,400 34,118 35,769 
Total expenses 196,800 210,028 189,464 
Annual surplus 4,000 1,630 9,083 
Accumulated deficit, beginning of year 501,500 501,493 5105576 
Accumulated deficit, end of year 497,500 499,863 501,493 


' Derived from Budget 2004 and adjusted to a gross basis. 


* Budget 2004 disclosed the budgetary surplus as $4 billion before deducting reserves for contingency ($3 billion) 
and economic prudence ($1 billion). 


3 Adjusted to the actual closing amount of previous year. 
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Table 12 


Government of Canada 
Condensed Statement of Financial Position 
as at March 31, 2005 


2005 2004 
($ millions) 
Liabilities 
Accounts payable and accrued liabilities 90,473 79,964 
Interest-bearing debt 
Unmatured debt 435,460 440,231 
Pension and other liabilities 179,808 180,898 
Total interest-bearing debt 615,268 621,129 
Total liabilities 705,741 701,093 
Financial assets 
Cash and accounts receivable 76,281 70,921 
Foreign exchange accounts 40,871 44,313 
Loans, investments and advances 33,860 29,548 
Total financial assets 151,012 144,782 
Net debt 554,729 556,311 
Non-financial assets 
Tangible capital assets 48,207 47,745 
Other 6,659 ae SiGe 
Total non-financial assets 54,866 54,818 
Accumulated deficit 499,863 501,493 
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Table 13 
Government of Canada 


Condensed Statement of Change in Net Debt 


for the Year Ended March 31, 2005 


Net debt, beginning of year 


Change in net debt during the year 
Annual surplus 
Acquisition of tangible capital assets 
Amortization of tangible capital assets 
Other 


Net decrease in net debt 
Net debt, end of year 
1 Derived from Budget 2004. 


2 Adjusted to the actual closing amount of previous year. 


3 Budget 2004 disclosed the budgetary surplus as $4 billion before deducting reserves 
for contingency ($3 billion) and economic prudence ($1 billion). 


Table 14 


Government of Canada 
Condensed Statement of Cash Flow 
for the Year Ended March 31, 2005 


Cash provided by operating activities 
Annual surplus 
Items not affecting cash 


Cash used for capital investment activities 
Cash provided by (used for) investing activities 
Total cash generated 

Cash used to repay unmatured debt 

Net increase in cash 

Cash at beginning of year 


Cash at end of year 


2005 2004 
Budget! Actual Actual 
($ millions) 

556,300 556,311 564,816 
(4,000)3 (1,630) (9,088) 
4,600 4,619 4,535 
(3,100) (3,696) (3:502) 
(875) (455) 

(2,500) (1,582) (8,505) 

553,800 554,729 556,311 
2005 2004 

($ millions) 

1,630 9,083 

4,508 4,031 
6,138 13,114 
(4,475) (4,444) 
S157, (2,425) 
4,820 6,245 
(4,771) (2,185) 
49 4,060 
20,546 16,486 
20,595 20,546 
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Notes to the Condensed Financial Statements 


1. Significant Accounting Policies 


The Government of Canada reporting entity 
includes all departments, agencies, corporations 
and funds which are owned or controlled by 
the Government and which are accountable to 
Parliament. The financial activities of all these 
entities are consolidated in these statements, 
except for enterprise Crown corporations and 
other government business enterprises, which are 
not dependent on the Government for financing 
their activities. These corporations are reported 
under the modified equity basis of accounting. 
The Canada Pension Plan is excluded from the 
reporting entity as it is under the joint control 
of the Government and participating provinces. 


The Government accounts for transactions on 
an accrual basis. Financial assets recorded on 
the Condensed Statement of Financial Position 
can provide resources to discharge liabilities 
or finance future operations and are recorded 
at the lower of cost or net realizable value. 
Non-financial assets cannot normally be 
converted into cash to finance future operations 
without disrupting government operations; 
they are recorded at cost less accumulated 
amortization. Liabilities are recorded at the 
estimated amount ultimately payable, with 
pension and other similar benefits being 
determined on an actuarial basis. Valuation 
allowances are established for loan guarantees, 
concessionary and sovereign loans, and 

other obligations. 


Some amounts in these statements are based 

on estimates and assumptions made by the 
Government. By their nature, such estimates are 
subject to measurement uncertainty, although all 
of them are believed to be reasonable. 
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2. Contractual Obligations 


Contractual obligations that will materially 
affect the level of future expenses include transfer 
payment agreements, acquisitions of goods 

and services, operating leases and funding of 
international organizations. At March 31, 2005, 
contractual obligations amounted to 
approximately $63 billion ($56 billion in 2004). 


3. Contingent Liabilities 


Guarantees by the Government amount to 

$68 billion ($71 billion in 2004) net of any 
recorded allowance. In addition, there are 

a number of contaminated sites where the 
Government could be obligated to incur costs. 
There are thousands of claims and pending 

and threatened litigation cases against the 
Government; the total amount claimed in these 
instances is significant but the final outcome is 
not determinable. Where cases are likely to be 
lost and an estimate of loss can be made, an 
amount is recorded in the financial statements. 
Insurance in force relating to self-sustaining 
insurance programs operated by three enterprise 
Crown corporations amounted to approximately 
$719 billion ($688 billion in 2004). The 
Government expects that it will not incur any 
costs to cover insurance claims under 

these programs. 
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OF THE GOVERNMENT OF CANADA 


Fiscal Year 2005-2006 


The Government of Canada posted a budgetary surplus of 

$13.2 billion in 2005-06. The surplus reflects strong revenue 
growth and effective management of spending by the Government. 
Taking all levels of government together, the Organisation for 
Economic Co-operation and Development (OECD) estimates that 
Canada was the only Group of Seven (G7) country to post a 
surplus in 2005. 


A core priority of the Government is to improve the accountability 
and transparency of government operations to Canadians. This 
includes the financial reporting on those operations. Full and clear 
information on programs and operations allows citizens and 
Parliament to hold the Government accountable for its actions 
and results. To this end, the Government has taken a number 

of steps to improve the transparency of its financial reporting 

in 2005-06, including moving the presentation of revenues and 
expenses in the Annual Financial Report of the Government of 
Canada from a net to a gross basis, incorporating the results of 
certain foundations within the Government’s financial statements, 
and publishing quarterly updates of the Government’s fiscal 
forecast for the current year. 


ae Department of Finance Ministere des Finances 
Canada Canada 


The Government is committed to managing overall spending 

to ensure that government programs focus on results and value 

for money, and are consistent with government priorities and 
responsibilities. The 2005-06 surplus was $5.2 billion higher than 
forecast in the May 2006 budget due largely to lower than planned 
program expenses. Program expenses fell by 0.7 per cent in 2005-06, 
marking the first decline in nine years. 


Federal debt as a percentage of gross domestic product (GDP) was 
35.1 per cent in 2005-06, down 33.3 percentage points from its peak 
of 68.4 per cent in 1995-96. It is now at its lowest level in 24 years. 
Canada’s net debt burden is the lowest in the G7. 


In the 2006 budget, the Government set an objective of reducing the 
federal debt-to-GDP ratio to 25 per cent by 2013-14. The results for 
2005-06 indicate that it is well placed to achieve that objective. 


The financial data in this report are based on the audited results, 
which will appear in more detail in the 2006 Public Accounts 

of Canada, scheduled for tabling in the House of Commons later 
this fall. They cover the federal government’s spending and 
revenue performance for the past fiscal year (April 1, 2005 to 
March 31, 2006) and detail the factors affecting these results. 

In addition, the Fiscal Reference Tables publication has been 
updated to incorporate the results for 2005-06. These tables 

are an integral part of this report. 


The Honourable James M. Flaherty, P.C., M.P. 
Minister of Finance 
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Note to Readers 


As announced in the May 2006 budget, revenues and expenses reported in the Annual Financial Report 
of the Government of Canada are now presented on a gross basis. Previously, they were presented on a 
net basis, whereby certain disbursements were netted against budgetary revenues and certain revenues 
were netted against expenses. The move to the gross basis brings the presentation of revenues and 
expenses in the Annual Financial Report in line with the presentation of annual audited results reported 
in the Public Accounts of Canada. 


There are three major components that are affected by the move to the gross basis of presentation: 


e The Canada Child Tax Benefit is now accounted for as an expense, whereas previously it was netted 
against personal income tax revenues. 


e Departmental revenues that are levied for specific services, such as the contract costs of policing services 
in provinces, are now included in revenues, whereas previously these were netted against expenses. 


e Revenues of consolidated Crown corporations are now included in revenues, whereas previously these 
were netted against their total expenses. 


This change in presentation increases both budgetary revenues and expenses by the same amount and has 
no impact on the budgetary balance. 


During 2005-06, the Government retroactively adopted the new recommendations of the Public Sector 
Accounting Board of the Canadian Institute of Chartered Accountants regarding the government reporting 
entity. The new standard expanded the definition of control. As a consequence, some organizations that 
were previously not part of the Government’s reporting entity are now included in the Government’s 
financial statements through consolidation. These organizations include: 


e Canada Foundation for Innovation. 

e Canada Millennium Scholarship Foundation. 

e Sustainable Development Technology Canada. 

e Aboriginal Healing Foundation. 

e St. Lawrence Seaway Management Corporation. 


This change resulted in a restatement of prior years’ results and federal debt. 


The Government reports all revenues and expenses on an accrual basis. Further details on the Government’s 
accounting policies can be found in the section entitled “Notes to the Condensed Financial Statements of the 
Government of Canada” and in the 2006 Public Accounts of Canada. 


The Fiscal Reference Tables have been revised to reflect the changes mentioned above as well as historical 
revisions to the National Economic and Financial Accounts published by Statistics Canada. 


REPORT HIGHLIGHTS 


a 
es 


oJ 
= ANNUAL FINANCIAL REPORT S 


4 


e A budgetary surplus of $13.2 billion was achieved in 2005-06. As a result of the surplus, the federal 


debt is down $561 for each Canadian. 


e Federal debt stood at $481.5 billion at the end of 2005-06, down $81.4 billion from its peak of 
$562.9 billion in 1996-97. The federal debt-to-GDP (gross domestic product) ratio is 35.1 per cent, 
down sharply from its peak of 68.4 per cent in 1995-96. 


¢ Unmatured debt—the debt issued on credit markets to investors—as a percentage of GDP has declined 
to 30.7 per cent from the peak of 57.7 per cent in 1995-96. 


e The revenue-to-GDP ratio in 2005-06 was 16.2 per cent, down from 16.4 per cent in 2004-05, 


reflecting tax cuts implemented in 2005. 


e Program expenses were down $1.1 billion over the prior year, marking the first year-over-year decline 
since 1996-97. The program expense-to-GDP ratio decreased to 12.8 per cent in 2005-06 from 


13.7 per cent in 2004-05. 


e Public debt charges declined by $0.3 billion in 2005-06. As a percentage of revenues, public debt 
charges were 15.2 per cent in 2005-06, down from a peak of about 38 per cent in 1990-91. 
The share of revenues devoted to public debt charges is now at its lowest level since the late 1970s. 


¢ The 2005-06 surplus was $5.2 billion higher than the $8-billion surplus forecast in the May 2006 
budget. The increase in the 2005-06 surplus compared to the May 2006 budget was largely 
attributable to lower than expected program expenses. Of the $5.2-billion difference between the 
2005-06 surplus estimated in the 2006 budget and the final audited results, $3.5 billion resulted 


from year-end accrual adjustments. 


The Budgetary Balance 


A budgetary surplus of $13.2 billion was recorded 
in 2005-06. Budgetary revenues increased by 
$10.3 billion, or 4.8 per cent, over 2004-05, 
reflecting strong growth in the economy and the 
applicable tax bases. Public debt charges declined 
by $0.3 billion, or 1.0 per cent, due to a decline 

in the stock of interest-bearing debt. Program 
expenses decreased by $1.1 billion, or 0.7 per cent, 
due to a number of one-time expenses which 
boosted spending in 2004-05, as well as 
developments in 2005-06 which reduced spending, 
most notably the dissolution of Parliament in 
November 2005 and the change in government. 
This marks the first year-over-year decrease in 
federal program expenses in nine years. 


To enhance the comparability of financial results 
over time and across jurisdictions, the budgetary 
balance and its components are often presented 
as a percentage of GDP. 


Budgetary Balance 


billions of dollars 
20 


per cent of GDP 
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Sources: Public Accounts of Canada and Statistics Canada. 
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Table 1 
Budgetary Revenues and Expenses 

2004-05 2005-06 Change! 

(per cent of GDP) 

Budgetary revenues 16.4 5 Moye -0.2 
Program expenses 13:7 12.8 0.9 
Public debt charges 2.6 PRS 0.2 
Budgetary balance 0.1 1.0 0.9 


’ A negative number indicates a deterioration in the balance. A positive number indicates an improvement in the balance. 


Note: Numbers may not add due to rounding. 


Federal Debt and 
Provincial-Territorial Debt 


per cent of GDP 


70 


30 
Provincial-territorial 


1984-85 1987-88 1990-91 1993-94 1996-97 1999-00 2002-03 2005-06 


The budgetary surplus as a percentage of 

GDP increased from 0.1 per cent in 2004-05 
to 1.0 per cent in 2005-06. The fiscal 
improvement is attributable to a decline in the 
program expense to GDP ratio, which fell from 
13.7 per cent to 12.8 per cent (Table 1). Public 
debt charges as a percentage of GDP fell from 
2.6 per cent in 2004-05 to 2.5 per cent 

in 2005-06. 


The change in program expenses as a percentage 
of GDP was due to a number of one-time 
expenses recorded in 2004-05, as well as the 
dissolution of Parliament in November 2005 
and the change in government. The decline in 
public debt charges as a percentage of GDP was 
attributable to a decline in interest-bearing debt. 


Total Government Financial Balances’ (2005) 


per cent of GDP 


G7 Italy United Germany France United Japan Canada 
average Kingdom States 


‘The OECD uses the term “financial balance” to mean 
budgetary balance. 


Budgetary revenues as a percentage of GDP fell 
from 16.4 per cent in 2004-05 to 16.2 per cent 
in 2005-06, reflecting $5.0 billion in personal 
income tax reductions that came into effect 

in 2005-06. 


In 2005-06, the provinces and territories 
continued to improve their fiscal situation due to 
strong revenue growth, particularly from natural 
resource royalties and personal and corporate 
income taxes. The aggregate provincial-territorial 
surplus is currently estimated at $13.2 billion! for 
2005-06, up from the $6.5-billion aggregate 
surplus posted in 2004-05. 


' Based on final results for New Brunswick, Ontario, Manitoba, Saskatchewan, Alberta and British Columbia and 2006 budget 


estimates for the remaining provinces. 


As a result of improving budgetary balances and 
economic growth in recent years, both federal 
and provincial-territorial debts have declined as a 
share of GDP, with the federal debt ratio falling 
more dramatically. However, federal debt as a 
share of GDP still exceeds that of most provinces 
and remains significantly higher than the 
provincial average. Lower debt-to-GDP ratios, 
combined with lower interest rates and improved 
credit ratings, have enabled both orders of 
government to allocate a smaller portion of 
revenues to debt interest payments and a greater 
portion to program expenditures, tax reductions 
and debt repayment. 


According to Organisation for Economic 
Co-operation and Development (OECD) 
estimates for the total government sector,” 
Canada was the only Group of Seven (G7) 
country to record a surplus in calendar year 
2005. Canada’s surplus for 2005 is estimated 
at 1.7 per cent of GDP, compared to an average 
deficit of 3.7 per cent in the G7 countries. 
Moreover, Canada is expected to continue to 
be the only G7 country to post a total 
government surplus again in 2006 and 2007. 


Federal Debt (Accumulated Deficit) 
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Federal Debt 


The 2005-06 surplus of $13.2 billion brings 
federal debt—the accumulation of annual deficits 
and surpluses since Confederation—down to 
$481.5 billion. Federal debt has declined by 
$81.4 billion from its peak of $562.9 billion in 
1996-97. As a share of GDP, it dropped to 

35.1 per cent in 2005-06, down from the peak of 
68.4 per cent in 1995-96, bringing it to its lowest 
level since 1981-82. Federal debt at the end of 
2005-06 was $14,815 for each Canadian, down 
from $15,376 a year earlier. 


Federal Debt (Accumulated Deficit) 


billions of dollars per cent of GDP 
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Sources: Public Accounts of Canada and Statistics Canada. 


Since 2002-03, the financial statements of the Government of Canada are presented on a full accrual 
basis of accounting. Under the previous accounting standard—modified accrual accounting—net debt and 
the accumulated deficit were identical. Under the new standard, net debt now includes a comprehensive 
costing for financial liabilities but excludes non-financial assets. The accumulated deficit includes both. 


It is the sum of all surpluses and deficits in the past. 


Federal debt, referred to in the budget documents and the Annual Financial Report of the Government 
of Canada, is the accumulated deficit. It is the federal government’s main measure of debt, as annual 
changes in this measure correspond to the budgetary balance. 


2 Includes federal, provincial-territorial and local governments as well as the Canada Pension Plan and Quebec Pension Plan. 
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Table 2 
Financial Highlights 


Budgetary transactions 
Revenues 
Expenses 
Program expenses 
Public debt charges 


Total expenses 
Budgetary balance 
Non-budgetary transactions 
Financial source/requirement 
Net change in financing activities 
Net change in cash balances 
Cash balance at end of period 


Financial position 
Total liabilities 
Total financial assets 


Net debt 


Non-financial assets 
Federal debt 
(accumulated deficit) 


Financial results (% of GDP) 
Budgetary revenues 
Program expenses 
Public debt charges 
Budgetary balance 
Federal debt 

(accumulated deficit) 


Note: Numbers may not add due to rounding. 


Financial Source/Requirement 


The financial source/requirement measures 
the difference between cash coming in to the 
Government and cash going out. There was a 
financial source of $6.8 billion in 2005-06, 
compared to a financial source of $6.6 billion 
in 2004-05. 


2004-05 2005-06 
($ billions) 
211.9 gece 
-176.4 -175.2 
- 34.1 -33.8 
-210.5 -209.0 
135 13.2 
orl -6.4 
6.6 6.8 
-6.6 -6.3 
0.0 0.5 
20.6 Ale 
COO.) 702.5 
155.4 165.6 
549.6 536.9 
54.9 55.4 
494.7 481.5 
16.4 16.2 
Ser 12.8 
ZO 20 
0.1 0 
38.3 35.1 
Budgetary Balance and 


Financial Source/Requirement 
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BUDGETARY REVENUES 


Budgetary revenues were $222.2 billion 

in 2005-06, an increase of $10.3 billion, or 
4.8 per cent, from 2004-05 (Table 3). Tax 
revenues rose by $11.2 billion, or 6.4 per cent, 
while employment insurance (EI) premium 
revenues fell by $0.8 billion, or 4.5 per cent. 
Other revenues decreased by $0.2 billion, 

or 0.9 per cent. Total budgetary revenues 
were $1.3 billion, or 0.6 per cent, higher than 
estimated in the May 2006 budget. Excluding 
the impact of a change in the Government’s 
accounting treatment of subscriptions in the 
International Monetary Fund (IMF), revenues 
increased by $0.3 billion over the Budget 
2006 estimate. 


The largest source of budgetary revenues in 
2005-06 was personal income tax revenues, 
which stood at 46.7 per cent of budgetary 
revenues. The second largest source was goods 
and services tax (GST) revenues, at 14.9 per cent. 
Corporate income tax revenues were 14.3 per cent 
of budgetary revenues, up 8.6 percentage 

points from a low of 5.7 per cent in 1992-93. 

EI premium revenues contributed to 7.4 per cent 
of revenues. 


Personal income tax revenues increased by 

$5.2 billion, or 5.2 per cent, in 2005-06. Taking 
into account the $5.0 billion in tax reduction 
measures pertaining to 2005-06, the underlying 
growth in personal income tax revenues was 
over 10 per cent, well above the 5.8-per-cent 
increase in personal income in the same period. 
The difference in growth rates reflects a number 
of factors, including the interaction of strong 
real income gains with the progressivity of the 
personal income tax system and the fact that 
personal income, as measured in the National 
Income and Expenditure Accounts, excludes 
some components of taxable income, such as 
pension income and capital gains. 


Corporate income tax revenues were $1.8 billion, 


or 5.9 per cent, higher in 2005-06 than in 2004-05. 


This gain was lower than the 10.6-per-cent 
growth in corporate profits in 2005, reflecting in 


part the ongoing implementation of tax measures. 


Other income tax revenues—largely withholding 
taxes levied on non-residents—were $1.0 billion, 
or 27.2 per cent, higher in 2005-06 than in the 
previous year, reflecting strong growth in 
dividend payments to non-residents recorded 

in the latter months of 2005S. 
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Composition of Revenues 
for 2005-06 


Corporate 
income tax 


El premiums 


Personal income tax 


Other taxes 

and duties 

(excluding GST) Other revenues Other income tax 
5.9% 8.8% 2.0% 


Source: Public Accounts of Canada. 


Other taxes and duties increased by $3.3 billion, 
or 7.7 per cent, in 2005-06, primarily due to 
higher GST revenues, which were up $3.3 billion, 
or 11.0 per cent. Growth in GST revenues was 
significantly higher than growth in the applicable 
tax base. In recent years, there has been 
substantial variation between growth in GST 
revenues and growth in the underlying tax base, 
with GST revenue growth exceeding growth in 
the tax base in some years, as in 2005-06, and 
falling short of growth in the tax base in other 
years. The $0.2-billion, or 4.2-per-cent, decline in 
other excise taxes and duties principally reflects 
declining revenues from tobacco duties. 


EI premium revenues declined by $0.8 billion, 

or 4.5 per cent, from the previous year, reflecting 
reductions in premium rates, which more than 
offset the impact of higher employment and 
wages and salaries. The decline also reflects the 
implementation of the Quebec Parental Insurance 
Plan in January 2006, under which the 
responsibility for delivering parental benefits in 
Quebec, along with collection of the associated 
premium revenues, was transferred to the 
Province of Quebec. 
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Table 3 
Revenues 
2004-05 2005-06 Net change 
($ millions) (%) 
Tax revenues 
Income tax 
Personal income tax 98,521 103,691 5,170 Bie 
Corporate income tax 29,956 31,724 1,768 5.9 
Other income tax 3,560 4,529 969 Lice 
Total 132,037 139,944 7,907 6.0 
Other taxes and duties 
Goods and services tax 29,758 383,020 3,262 Tae 
Energy taxes 5,054 5,076 22 0.4 
Customs import duties 3,091 3,000) 239 feel 
Air Travellers Security Charge 383 353 -30 -7.8 
Other excise taxes and duties 4,571 4,377 -194 -4.2 
Total 42,857 46,156 3,299 fie 
Total tax revenues 174,894 186,100 11,206 6.4 
Employment insurance premium revenues 17,307 16,585 -772 -4.5 
Other revenues 
Crown corporation revenues 6,825 7,198 373 oO 
Foreign exchange revenues Wes: 2,014 839 71.4 
Other program revenues dds ee 10,356 -1,386 -11.8 
Total 19,742 19,568 -174 -0.9 
Total revenues 211,943 222,203 10,260 4.8 


Note: Numbers may not add due to rounding. 


Other revenues consist of revenues from Crown 
corporations, such as the Bank of Canada, Export 
Development Canada and Canada Mortgage and 
Housing Corporation; foreign exchange revenues; 
and other program revenues, primarily revenues 
from the sales of goods and services. Other 
revenues were down $0.2 billion, or 0.9 per cent, 
in 2005-06. After adjusting for the one-time 
$2.6-billion gain the Government realized by 
selling its remaining shares in Petro-Canada in 
2004-05, other revenues rose by $2.4 billion in 
2005-06. Of the $2.4-billion increase in other 
revenues, $1.0 billion relates to a one-time 
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adjustment recorded in 2005-06 resulting from a 
change in the Government’s accounting treatment 
of Canada’s subscriptions in the IMF. This 
change was made during the year-end process 

of preparing the financial statements, and after 
discussions with the Auditor General, to reflect 
the impact of currency fluctuations in a more 
timely manner. The remaining increase in other 
revenues reflects growth in Crown corporation 
revenues and other program revenues, including 
sales of goods and services and return 

on investments. 
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The revenue ratio—budgetary revenues as a 
percentage of GDP—represents an approximate 
measure of the overall federal tax burden in that 
it compares the total of all federal revenues to 
the size of the economy. The revenue ratio 

stood at 16.2 per cent in 2005-06, down from 
16.4 per cent in 2004-05. This decline was 
primarily due to tax reduction measures in 2005, 
including a drop in the lowest personal income 
tax rate, an increase in the basic personal amount 
and a reduction in the federal capital tax rate. 
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Revenue Ratio 
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TOTAL EXPENSES 


Total expenses consist of program expenses and 
public debt charges. In 2005-06 total expenses 

amounted to $209.0 billion, down $1.5 billion, 
or 0.7 per cent, from 2004-05. 


Major transfers to persons (elderly benefits, 

EI benefits and the Canada Child Tax Benefit) 
and major transfers to other levels of government 
(the Canada Health Transfer, the Canada Social 
Transfer, fiscal arrangements and Alternative 
Payments for Standing Programs) are the two 
largest components of total expenses, 
representing 25.2 and 19.5 per cent of expenses, 
respectively. Other transfers made by various 
federal departments to individuals, businesses 
and other organizations and groups made up 
11.9 per cent of total expenses in 2005-06. 


After transfers, the next largest component of 
total expenses was operating costs of government 
departments and agencies, excluding National 
Defence, at 16.6 per cent. Operating costs include 
items such as salaries and benefits, facilities and 
equipment, and supplies and travel. 


Public debt charges amounted to 16.2 per cent 
of total expenses in 2005-06. This is down from 
a peak of nearly 30 per cent in the mid-1990s, 
when it was the largest component of expenses, 
reflecting the large stock of interest-bearing debt 
and high average effective interest rates on that 
stock. With the reductions in interest-bearing 
debt and lower interest rates, its share of total 
expenses has fallen over 13 percentage points 
from a high of 29.8 per cent in 1996-97. 


Program expenses amounted to $175.2 billion 
in 2005-06, a decrease of $1.1 billion, 

or 0.7 per cent, from 2004-05 (Table 4). 

This marks the first year-over-year decline in 
nine years. The decrease was due to a number of 
one-time expenses recorded in 2004-05 as well 
as developments in 2005-06, most notably the 
dissolution of Parliament in November 2005 
and the change in government. 
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Composition of Expenses 
for 2005-06 


Transfers to 
governments 
19.5% 


Transfers to persons 
25.2% 


Other transfers 


Public debt interest 
16.2% 


Operating 
and capital 


(excluding 
see sel National Defence) 
270 16.6% 


Crown 
corporations 
3.4% 


Source: Public Accounts of Canada. 


Within program expenses, transfer payments 
decreased by $0.4 billion, while Crown 
corporation expenses decreased by $1.7 billion. 
These decreases were partially offset by a modest 
increase in the operating expenses of National 
Defence and other departments and agencies. 


Public debt charges declined by $0.3 billion, 
or 1.0 per cent. 
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Table 4 
Total Expenses 
2004-05 2005-06 Net change 
($ millions) (%) 
Transfers payments 
Major transfers to persons 
Elderly benefits 27,871 28,992 1125 4.0 
Employment insurance benefits 14,748 14,417 -331 -2.2 
Canada Child Tax Benefit 8,688 9,200 S12 5.9 
Total 51,307 52,609 1,302 BS 
Major transfers to other levels of government 
Support for health and other social programs 23,081 21,225 4,144 18.0 
Wait Times Reduction Fund 4,250 -4,250 
Medical Equipment Fund 500 -500 
Early learning and child care 700 -700 
Bill C-48 3,300 3,300 
Fiscal arrangements and other transfers 13,340 13,021 -319 -2.4 
Offshore Revenues Accords 2,830 -2,830 
Alternative Payments for Standing Programs -2,746 -2,/31 15 -0.5 
Total 41,955 40,815 -1,140 -2.7 
Direct program expenses 
Subsidies and other transfers’ 25,453 24,893 -560 ay 
Other program expenses 
Crown corporations 
Canada Mortgage and Housing Corporation 2,072 2,119 48 2.9 
Canadian Broadcasting Corporation 1,714 1,700 -9 -0.5 
Other cultural agencies 700 668 -31 -4.5 
Canadian Air Transport Security Authority 295 349 54 18:3 
Other 4,127 2,354 -1,778 -43.0 
Total 8,907 T3195 -1,712 -19.2 
National Defence 14,318 15,034 716 5.0 
All other departments and agencies 34,422 34,667 245 OF 
Total other program expenses 57,647 56,896 -751 -1.3 
Total direct program expenses 83,100 81,789 -1,311 -1.6 
Total program expenses 176,362 175,213 -1,149 -0.7 
Public debt charges 34,118 33,772 -346 -1.0 
Total expenses 210,480 208,985 -1,495 -0.7 


1 See Table 5 for details. 
Note: Numbers may not add due to rounding. 
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Major transfers to persons increased by 
$1.3 billion, or 2.5 per cent. 


e Elderly benefits consist of Old Age Security, 
Guaranteed Income Supplement and 
Allowance payments. Total benefits were 
up $1.1 billion, or 4.0 per cent, in 2005-06, 
reflecting both higher average benefits, which 
are indexed to inflation, and an increase in 
the number of recipients. 


e EI benefits consist of regular benefits, 
special benefits (sickness, maternity, parental, 
adoption and fishing) and labour market 
adjustment benefits. Total benefits decreased 
by $0.3 billion in 2005—06 due to a decline 
in regular benefits, in line with improvements 
in the labour market. 


e¢ The Canada Child Tax Benefit consists of the 
base benefit, the National Child Benefit (NCB) 
supplement and the Child Disability Benefit. 
These benefits increased by 5.9 per cent in 
2005-06, from $8.7 billion in 2004-05 to 
$9.2 billion in 2005-06, primarily due to an 
increase in the NCB supplement in July 2005. 


Major transfers to other levels of government 
include the Canada Health Transfer (CHT), the 
Canada Social Transfer (CST), fiscal arrangements 
(equalization, transfers to the territories, as well 
as a number of smaller transfer programs), 

and Alternative Payments for Standing 

Programs. Transfers decreased by $1.1 billion, 

or 2.7 per cent, in 2005-06, following an increase 
of $12.6 billion, or 42.7 per cent, in 2004-05. 
The decline in 2005-06 reflects a number of 
one-time transfers to the provinces and territories 
in 2004-05, including $4.3 billion for the 

Wait Times Reduction Fund, $2.8 billion for 

the Offshore Revenues Accords, $700 million 

for early learning and child care and $500 million 
for medical equipment. 


14 


e The CHT and CST—block-funded transfers— 


support health care, post-secondary education, 
social assistance and social services, including 
early childhood development. They provide 
support in the form of cash and tax transfers 
to the provinces and territories. These transfers 
in support of health and other social programs 
increased by $4.1 billion in 2005-06, reflecting 
legislated increases in the CHT and the CST 

in 2005-06. 


¢ Total entitlements under fiscal arrangements 
and other transfers decreased by $0.3 billion 
to $13.0 billion in 2005-06. 


e Bill C-48, An Act to authorize the Minister of 
Finance to make certain payments, authorizes 
the Minister of Finance to make payments for 
specified purposes, totalling no more than 
$4.5 billion, from any surplus above $2 billion 
in 2005-06 and/or 2006-07. The Government 
expensed $3.3 billion in transfers to provinces 
and territories for post-secondary education, 
public transit and affordable housing under 
this authority in 2005-06. An additional 
$320 million in foreign assistance was 
expensed under Bill C-48 in 2005-06 and 
is included in subsidies and other transfers. 


e Alternative Payments for Standing Programs 
represent recoveries of federal tax point 
abatements under contracting-out 
arrangements. These arrangements allow 
provinces to assume the administrative and 
financial authority for certain federal- 
provincial programs. In turn, the federal 
government provides provinces with tax 
points, the value of which are netted against 
total entitlements and accordingly recovered 
from cash transfers. These recoveries reflect 
the growth in the value of the tax points. 


Subsidies and other transfers decreased by 
$0.6 billion, or 2.2 per cent, in 2005-06, 
reflecting fairly broad-based declines across 
departments (Table 5). 


Table 5 
Subsidies and Other Transfers 
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Agriculture and Agri-Food 
BSE recovery program 
Grains and Oilseeds Payment Program 
Other 
Total 
Foreign Affairs and International Trade 
Health Canada 
First Nations and Inuit health 
Canadian Institutes of Health Research 
Primary Health Care Transition Fund 
Other 
Total 
Human Resources and Skills Development 
Student assistance programs 
Labour market programs 
Energy Cost Benefit 
Other 
Total 
Indian and Northern Affairs 
Industry/regional agencies/granting councils 
Technology Partnerships Canada 
Infrastructure Canada 
Regional agencies 
Natural Sciences and Engineering Research 
Council of Canada/Social Sciences and 
Humanities Research Council of Canada 
Other 
Total 
Genome Canada 
Green Municipal Fund 
Other 
Total 


Note: Numbers may not add due to rounding. 


2004-05 2005-06 Net change 
($ millions) (%) 
1,488 33 -1,455 -97.8 
0 756 756 
1,264 1,806 542 42.9 
AS eves 2,095 -157 =S)5if 
3,408 3,357 -51 -1.5 
719 857 i 9.9 
705 758 eye) “6 
2a 185 -26 “12.3 
381 281 -101 -26.4 
2,076 2,080 4 0.2 
759 848 89 11.8 
500 526 26 Se 
0) 210 210 
358 609 25 70.2 
1,616 2193 Dt senyA 
4,934 5,401 468 9.5 
304 284 -20 -6.6 
398 368 -30 -7.5 
563 On -26 -4.5 
1,263 ire el 107 od 
STi 434 56 15.0 
2,905 2,994 88 30 
225 0) -225 -100.0 
300 0 -300 -100.0 
1,230 6,272 -964 -13.3 
25,453 24,893 -560 -2.2 
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Other program expenses—total program 
expenses less transfers—consist of the operating 
costs of government: the more than 130 
departments, agencies, Crown corporations and 
other federal bodies that deliver programs and 
services to Canadians. These expenses amounted 
to $56.9 billion in 2005-06, down $0.8 billion, 
or 1.3 per cent, from 2004-05. Within this 
component: 


e Crown corporation expenses fell $1.7 billion 
to $7.2 billion in 2005-06, mainly due to a 
one-time $2.3-billion expense recorded by 
Atomic Energy of Canada Limited for 
environmental liabilities in 2004-05. 


¢ Defence expenses increased by $0.7 billion, or 
5.0 per cent, primarily reflecting incremental 
annual resources to strengthen 
Canada’s military. 


e All other departmental and agency expenses 
increased by $0.2 billion, or 0.7 per cent, 
due to growth in operating costs. 


Public debt charges declined by $0.3 billion, 
or 1.0 per cent, to $33.8 billion in 2005-06, 
reflecting the impact of a decline in the stock 
of interest-bearing debt. 


e The average effective interest rate on the 
Government’s interest-bearing debt 
(unmatured debt and pension and other 
accounts) was 5.6 per cent in 2005-06, 
unchanged from 2004-05. The average 
effective interest rate was 5.0 per cent on 
unmatured debt (5.0 per cent in 2004-05); 
in contrast, the average effective interest 
rate on pension and other accounts was 
6.9 per cent (6.9 per cent in 2004-05). 
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e The stock of total interest-bearing debt 
decreased by $6.2 billion, from $607.2 billion 
in 2004-05 to $601.1 billion in 2005-06. 
The stock of unmatured debt declined by 
$6.3 billion to $421.1 billion, while liabilities 
for pension and other accounts increased by 
$0.1 billion to $179.9 billion. 


The interest ratio—public debt charges as a 
percentage of budgetary revenues—declined 
from 16.1 per cent in 2004-05 to 15.2 per cent 
in 2005-06. This ratio means that, in 2005-06, 
the Government spent just over 15 cents of 
every revenue dollar on interest on the public 
debt. This is down from the peak of about 

38 cents in 1990-91 and is the lowest this ratio 
has been since the late 1970s. This is money that 
must be paid to meet the Government’s ongoing 
obligations on its debt. The lower the ratio, the 
more flexibility the Government has to address 
the key priorities of Canadians. 


Interest Ratio 
public debt charges as a per cent of revenues 
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Source: Department of Finance. 
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FINANCIAL SOURCE/REQUIREMENT 


The budgetary balance is the most comprehensive 
measure of the federal government’s fiscal results. 
It is presented on a full accrual basis of accounting, 
recording government liabilities when they are 
incurred, regardless of when the cash payment is 
made, and recording tax revenues when earned, 
regardless of when the cash is received. 


In contrast, the financial source/requirement 
measures the difference between cash coming in 
to the Government and cash going out. It differs 
from the budgetary balance in that it includes 
cash transactions in loans, investments and 
advances, federal employees’ pension accounts, 
other specified purpose accounts, foreign 
exchange activities, and changes in other 
financial assets, liabilities and non-financial 
assets. These activities are included as part of 
non-budgetary transactions. The conversion 
from full accrual to cash accounting is also 
reflected in non-budgetary transactions. 


Non-budgetary transactions in 2005-06 resulted 
in a net requirement of funds amounting to 

$6.4 billion, compared to a source of $5.1 billion 
in 2004-05. This turnaround largely reflects a 
change in the timing of the recognition and 
settlement of liabilities over the two years. In 
2005-06, significant payments were made to 
settle liabilities recorded in 2004-05, including 
transfers under the Offshore Revenues Accords 
and the Wait Times Reduction Fund. 


With a budgetary surplus of $13.2 billion and a 
net requirement from non-budgetary transactions 
of $6.4 billion, there was a financial source of 
$6.8 billion in 2005-06, up $0.2 billion from the 
$6.6-billion source posted in 2004-05 (Table 6). 


With this financial source, the Government 
retired $6.3 billion of its unmatured debt and 
increased its cash balances by $0.5 billion. 
Cash balances at March 31, 2006, stood 

at $21.1 billion. 
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Table 6 
Budgetary Balance, Financial Source/Requirement and Net Financing Activities 
2004-05 2005-06 
($ billions) 
Surplus for the year 1.5 13.2 
Non-budgetary transactions 
Pension and other accounts 
Public sector pensions 2.0 lpia 
Canada Pension Plan -4.7 -2.6 
Other 1.6 disc 
Total -1.1 0.1 
Capital investing activities -3.7 -4.5 
Other investing activities -4,4 -3.7 
Other activities 
Accounts payable, receivable, 
accruals and allowances ihe -2.3 
Foreign exchange activities 3.4 0.0 
Amortization of tangible 
capital assets Sit 3.9 
Total other activities 14.3 ante 
Total non-budgetary transactions Ont -6.4 
Financial source/requirement 6.6 6.8 
Net change in financing activities 
Marketable bonds -12.0 -4.7 
Treasury bills ike Re 4.4 
Canada Savings Bonds -2.3 -1.7 
Other -6.1 -4.3 
Total -6.6 -6.3 
Change in cash balances 0.0 Ors 


Cash at end of year 20.6 21.1 


Note: Numbers may not add due to rounding. 
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FEDERAL DEBT 


Total liabilities consist of interest-bearing debt 
and accounts payable and accrued liabilities. 
Interest-bearing debt includes unmatured debt 
and liabilities for pension and other accounts. At 
March 31, 2006, interest-bearing debt amounted 
to $601.1 billion, down $6.2 billion from a 

year earlier (Table 7). Accounts payable and 
accrued liabilities amounted to $101.4 billion, 
up $3.7 billion from 2004-05. As a result, 

total liabilities at March 31, 2006 stood at 
$702.5 billion, down $2.5 billion from the 
previous year. 


Financial assets consist of cash and accounts 
receivable (including tax receivables), foreign 
exchange accounts and loans, investments and 
advances. Financial assets totalled $165.6 billion 
at March 31, 2006, up $10.2 billion from 
March 31, 2005. Increases were recorded in cash 
and accounts receivable (up $6.5 billion) and in 
loans, investments and advances (up $3.7 billion), 
while net assets in foreign exchange accounts 
declined by $44 million. As a result, net debt 
stood at $536.9 billion at March 31, 2006, 
down $12.6 billion from March 31, 2005, 

and $72.1 billion below the peak of $609 billion 
at March 31, 1997. As a per cent of GDP, 

net debt dropped to 39.2 per cent in 2005-06, 
down 34.7 percentage points from its peak 

of 73.9 per cent in 1995-96. This is the 10th 
consecutive year in which the net debt-to-GDP 
ratio has declined. 


Non-financial assets, consisting of tangible 
capital assets, inventories and prepaid expenses, 
amounted to $55.4 billion at March 31, 2006, 
up $0.6 billion from March 31, 2005. 
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With total liabilities of $702.5 billion, financial 
assets of $165.6 billion and non-financial assets 
of $55.4 billion, the federal debt (accumulated 
deficit) stood at $481.5 billion at March 31, 
2006, down $13.2 billion from 2004-05 and 
$81.4 billion from its peak in 1996-97. The 
decline in federal debt between 2004-05 and 
2005-06 was largely attributable to an increase 
in financial assets and a decrease in interest- 
bearing debt. 


Both net debt and unmatured debt, expressed 
as a percentage of GDP, are now below 
1983-84 levels.? 


Net Debt and Unmatured Debt 


per cent of GDP 
80 
" AR, 


Net debt 


Unmatured debt i 
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Source: Department of Finance. 


3 Due to a break in the series following the introduction of full accrual accounting, data from 1983-84 are not directly comparable with 


earlier years. 
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Table 7 
Outstanding Debt at Year-End 
2004-05 2005-06 
($ billions) 
Liabilities 
Accounts payable and 
accrued liabilities 97.7 101.4 
Interest-bearing debt 
Unmatured debt 427.4 421.1 
Pension and other accounts 179.8 179.9 
Total 607.2 601.1 
Total liabilities 705.0 (025 
Financial assets 
Cash and accounts receivable 76.3 82.8 
Foreign exchange accounts 40.9 40.8 
Loans, investments and 
advances 38.2 41.9 
Total financial assets 155.4! 165.6 
Net debt 549.6 536.9 
Non-financial assets 
Tangible capital assets 48.2 48.4 
Inventories 5.5 5.9 
Prepaid expenses sf i 
Total non-financial assets 54.9 5514 
Federal debt 
(accumulated deficit) 494.7 481.5 


Note: Numbers may not add due to rounding. 
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COMPARISON OF ACTUAL BUDGETARY OUTCOMES 


TO BUDGET ESTIMATES 


This section compares the actual outcome for 
the major components of the budgetary balance 
for 2005-06 to the estimates presented in the 
May 2006 budget. The Government estimated 

a surplus of $8.0 billion for 2005-06 in the 

May 2006 budget. This amount was allocated to 
planned federal debt reduction. The final audited 
budgetary surplus for 2005-06 is $13.2 billion. 


The increase in the 2005-06 surplus compared 
to the May 2006 budget was largely attributable 
to lower than expected program expenses, which 
were $3.9 billion lower than forecast in the 
budget. The estimate of other program expenses 
set out in the May 2006 budget was based 

on monthly financial information through 
February 2006. Traditionally, a significant 
amount of spending occurs in March. In addition, 
substantial adjustments are required in the end- 
of-year supplementary period to incorporate the 
cost of liabilities incurred during the fiscal year 
for which no payments were made, as well as 
new information based on tax assessments that 
are carried out in the March-to-May period. 

The difference between actual program expenses 
and the budget forecast was largely due to lower 
than expected departmental spending and 
accrual adjustments. 


Within program expenses, elderly benefits were 
marginally lower than expected ($0.1 billion), 
while the Canada Child Tax Benefit was 

$0.1 billion higher than expected. Major transfers 
to other levels of government were $0.1 billion 
higher than expected. 


Of the $3.9-billion difference between actual 
program expenses and the budget forecast, 

$1.4 billion was due to lower year-end spending 
by departments and Crown corporations. 


A further $1.5 billion was attributable to year- 
end accrual adjustments to reflect an increase in 
the estimated creditworthiness of debt owed to 
the Government, while the remaining $1.0 billion 
was attributable to year-end accrual adjustments 
for valuation allowances and provisions for 
liabilities, including liabilities for pensions 

and other employee future benefits. 


Public debt charges were $52 million higher 
than estimated. 


Budgetary revenues were $1.3 billion higher than 
projected in the budget, as lower than projected 
corporate income tax revenues were more than 
offset by other components of revenue that were 
higher than projected, particularly GST and 
non-tax revenues. Corporate income tax revenues 
were $2.8 billion lower than projected, as 
revenues rose significantly less than profits across 
a number of sectors. Non-tax revenues (excluding 
EI premium revenues) were $3.0 billion higher 
than projected in the budget, reflecting a 
$1.0-billion one-time increase in other revenues 
resulting from a change in the accounting 
treatment of the Government’s subscriptions in 
the IMF; stronger than expected revenues from 
Crown corporations; and higher than expected 
other non-tax revenues. Excise taxes and duties 
were $0.8 billion higher than projected, primarily 
reflecting stronger than expected growth in 

GST revenues. 


Taken together, year-end accrual adjustments 
account for $3.5 billion of the $5.2-billion 
difference between the 2005-06 surplus estimated 
in the May 2006 budget and the final 

audited outcome. 
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Table 8 
Comparison of Actual Outcomes to May 2006 Budget 
Actual 2006 budget Difference 
($ billions) 
Budgetary revenues 
Personal income tax 103.7 103.0 Ow 
Corporate income tax 3 di 34.5 -2.8 
Other income tax 4.5 4.6 -0.1 
Excise taxes and duties 46.2 45.3 0.8 
Employment insurance premium revenues 16.5 16.9 -0.3 
Other revenues 19.6" 16.5 g.0 
Total 222.2 220.9 3 
Program expenses 
Major transfers to persons 
Elderly benefits 29.0 29.1 -0.1 
Employment insurance benefits 14.4 14.4 0.0 
Canada Child Tax Benefit Q.2 9.1 0.1 
Total 525 62.0 -0.1 
Major transfers to other levels of government 
Support for health and other social programs 27.2 Ze 0.0 
Fiscal arrangements 12.4 12.4 On 
Bill C-48 3.3 3.3 0.0 
Alternative Payments for Standing Programs “2.1 “2.0 0.0 
Canada's cities and communities 0.6 0.6 0.0 
Total 40.8 40.8 0.4 
All other expenses 81.8 85.7 -3.9 
Total Ai one 179.2 -3.9 
Public debt charges 33.8 33.7 0.1 
Budgetary outcome/estimate 13.2 8.0 5.2 


' Includes revenues from Crown corporations, foreign exchange revenues, including the $1.0-billion adjustment recorded in 2005-06 
to reflect a change in the Government’s accounting treatment of Canada’s subscriptions in the IMF, and other program revenues. 


Note: Numbers may not add due to rounding. 
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Auditor General of Canada 
Vérificatrice générale du Canada 


REPORT OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance: 


The accompanying condensed statements of operations and accumulated deficit, financial position, change 
in net debt and cash flow are derived from the complete financial statements of the Government of Canada 
as at March 31, 2006, and for the year then ended on which I expressed an opinion without reservation in 
my Report to the House of Commons dated August 24, 2006. 


For more complete information, readers should refer to my Report, which will be included in Volume I 
of the Public Accounts of Canada 2006, expected to be tabled in the House of Commons later this year. 


The fair summarization of the complete financial statements is the responsibility of the Government. 
My responsibility, in accordance with the applicable Assurance Guideline of The Canadian Institute 
of Chartered Accountants, is to report on the condensed financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material respects, 
the related complete financial statements in accordance with the criteria described in the Guideline referred 
to above. 


Since these are condensed financial statements, readers are cautioned that these statements may not be 
appropriate for their purposes. For more information on the Government’s results of operations and 
accumulated deficit, financial position, change in net debt and cash flow, reference should be made to 
the related complete financial statements, which will also be included in Volume I of the Public Accounts 
of Canada 2006. 


Sheila Fraser, FCA 
Auditor General of Canada 


Ottawa, Canada 
August 24, 2006 
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CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The fundamental purpose of these condensed As these condensed financial statements are, by 
financial statements is to provide an overview their nature, summarized, they do not include all 
of the financial affairs and resources for which disclosure required for financial reporting by 

the Government is responsible under authority governments in Canada. Readers interested 
granted by Parliament. Responsibility for the in the disclosure of more detailed data should 
integrity and objectivity of these statements refer to the audited financial statements in the 
rests with the Government. Public Accounts. 


These financial statements are extracted and 
condensed from the audited financial statements 
included in Section 2 of Volume I of the Public 
Accounts of Canada 2006, which are expected 
to be tabled in Parliament later this year. 


Table 9 


Government of Canada 
Condensed Statement of Operations and Accumulated Deficit 
for the Year Ended March 31, 2006 


Restated 
(Note 2) 
2006 2005 
Budget’ Actual Actual 
($ millions) 
Revenues 
Income tax 136,100 139,944 132,037 
Other taxes and duties 45,000 46,156 42,857 
Employment insurance premiums 17,200 16,530 17,307 
Other revenues 16,000 19,568 19,742 
Total revenues 214,300 222,203 : 211,943 
Expenses 
Transfer payments 
Old age security and related payments 29,100 28,992 26,0 
Other levels of government 37,500 40,815 41,955 
Employment insurance benefits 15,700 14,417 14,748 
Other transfer payments 35,800 34,093 34,141 
Total transfer payments 178,100 TIS S17 11.410 
Other program expenses Dt, 100 56,896 57,647 
Total program expenses 175,200 175,213 176,362 
Public debt charges 385,100 33,772 34,118 
Total expenses 210,300 208,985 210,480 
Annual surplus 4,000 13,218 1,463 
Accumulated deficit, beginning of year 494 ,700° 494,717 496,180 
Accumulated deficit, end of year 490,700 481,499 494,717 


' Derived from Budget 2005 and adjusted to a gross basis. 


2 Budget 2005 disclosed the budgetary surplus as $4 billion before deducting reserves 
for contingency ($3 billion) and economic prudence ($1 billion). 


$ Adjusted to the actual closing amount of previous year. 
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Table 10 
Government of Canada 


Condensed Statement of Financial Position 


as at March 31, 2006 
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Liabilities 


Accounts payable and accrued liabilities 


Interest-bearing debt 
Unmatured debt 
Pension and other liabilities 


Total interest-bearing debt 


Total liabilities 


Financial assets 
Cash and accounts receivable 
Foreign exchange accounts 
Loans, investments and advances 


Total financial assets 
Net debt 


Non-financial assets 
Tangible capital assets 
Other 


Total non-financial assets 


Accumulated deficit 


Restated 
(Note 2) 
2006 2005 
($ millions) 
101,482 97,740 
421,149 427,424 
179,924 179,808 
601,073 607,232 
702,505 704,972 
82,843 76,346 
40,827 40,871 
41,889 38,168 
165,559 155,385 
536,946 549,587 
48,355 48,210 
7,092 6,660 
55,447 54,870 
481,499 494,717 
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Table 11 

Government of Canada 

Condensed Statement of Change in Net Debt 
for the Year Ended March 31, 2006 


Restated 
(Note 2) 
2006 2005 
Budget! Actual Actual 
($ millions) 
Net debt, beginning of year 549,6007 549,587 551,002 
Change in net debt during the year 
Annual surplus (4,000)$ (13,218) (1,463) 
Acquisition of tangible capital assets 4,800 4,046 4,619 
Amortization of tangible capital assets (3,900) (3,904) (3,696) 
Other 435 (875) 
Net decrease in net debt (3,100) (12,641) (1,415) _ 
Net debt, end of year 546,500 536,946 549,587 
1 Derived from Budget 2005. 
@ Adjusted to the actual closing amount of previous year. 
3 Budget 2005 disclosed the budgetary surplus as $4 billion before deducting reserves 
for contingency ($3 billion) and economic prudence ($1 billion). 
Table 12 
Government of Canada 
Condensed Statement of Cash Flow 
for the Year Ended March 31, 2006 
Restated 
(Note 2) 
2006 2005 
($ millions) 
Cash provided by operating activities 
Annual surplus 13.210 1,463 
Items not affecting cash (4,751) 4,527 
8,467 5,990 
Cash used for capital investment activities (3,900) (4,475) 
Cash provided by investing activities 468 3,071 
Total cash generated 5,035 4,586 
Cash used to repay unmatured debt (4,501) (4,543) 
Net increase in cash 534 43 
Cash at beginning of year 20,615 20902 
Cash at end of year 21,149 20,615 
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Notes to the Condensed Financial Statements 


of the Government of Canada 


1. Summary of Significant 
Accounting Policies 


The reporting entity of the Government of 
Canada includes all departments, agencies, 
corporations, organizations and funds, which 
are controlled by the Government. The financial 
activities of all these entities are consolidated in 
these financial statements, except for enterprise 
Crown corporations and other government 
business enterprises, which are not dependent 

on the Government for financing their activities. 
These corporations are reported under the 
modified equity basis of accounting. The Canada 
Pension Plan is excluded from the reporting entity 
as it is under the joint control of the Government 
and participating provinces. 


The Government accounts for transactions 

on an accrual basis, using the Government’s 
accounting policies that are described in Note 1 
to its audited financial statements, which are 
based on Canadian generally accepted accounting 
principles for the public sector. The use of these 
stated accounting policies does not result in any 
significant differences from Canadian generally 
accepted accounting principles. 


Financial assets recorded on the Condensed 
Statement of Financial Position can provide 
resources to discharge liabilities or finance 
future operations and are recorded at the lower 
of cost or net realizable value. Non-financial 
assets cannot normally be converted into cash 
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to finance future operations without disrupting 
government operations; they are recorded at 
cost less accumulated amortization. Liabilities 
are recorded at the estimated amount ultimately 
payable, with pension and other future 

benefits being determined on an actuarial basis. 
Allowances for valuation are established for loan 
guarantees, concessionary and sovereign loans, 
and other obligations. 


Some amounts in these statements are based 

on estimates and assumptions made by the 
Government. By their nature, such estimates 

are subject to measurement uncertainty, although 
the Government believes them to be reasonable. 


Comparative figures have been reclassified 
to conform to the current year’s presentation. 


2. Change in Accounting Policy 


During 2005-06, the Government retroactively 
adopted the new recommendations of the 

Public Sector Accounting Board of the Canadian 
Institute of Chartered Accountants regarding the 
government reporting entity. As a consequence, 
some organizations that were previously not part 
of the Government’s reporting entity are now 
included in the Government’s financial statements 
through either consolidation or the modified 
equity basis of accounting. 


The impact of the change on the 2005 opening 
accumulated deficit and net debt is as follows: 


Accumulated 


deficit Net debt 
($ millions) 
Government’s holdings of unmatured debt (1,000) (1,000) 
Investments in enterprise Crown corporations and 
other government business enterprises 49 49 
Other loans, investments and advances and other net assets (4,358) (4,358) 
Tangible capital assets (4) 
Decrease in opening balance (5,313) (5,309) 
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3. Contractual Obligations 


Contractual obligations that will materially 

affect the level of future expenses include transfer 
payment agreements, acquisitions of property 
and equipment, and goods and services, operating 
leases and funding of international organizations. 
At March 31, 2006, contractual obligations 
amounted to approximately $70 billion 

($63 billion in 2005S). 


4. Contingent Liabilities 


Guarantees by the Government and 
callable share capital in certain international 
organizations at March 31, 2006 amount to 


$144 billion ($126 billion in 2005) net of any 
recorded allowance. In addition, there are a 
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number of contaminated sites where the 
Government could be obligated to incur costs. 
There are thousands of claims and pending 

and threatened litigation cases against the 
Government; the total amount claimed in these 
instances is significant but the final outcome is 
not determinable. Where cases are likely to be 
lost and an estimate of loss can be made, an 
amount is recorded in the financial statements. 
At March 31, 2006, insurance in force relating 
to self-sustaining insurance programs operated 
by three agent enterprise Crown corporations 
amounted to approximately $839 billion 

($719 billion in 2005). The Government expects 
that it will not incur any costs to cover insurance 
claims under these programs. 


Other Sources of Information 


Public Accounts of Canada 


The Public Accounts of Canada, as required 
under section 64(1) of the Financial 
Administration Act, are tabled in the fall 

of each year by the President of the 
Treasury Board. This report is presented 

in three volumes: 


¢ Volume I contains the Government’s 
audited financial statements and supporting 
schedules and information. 


e Volume II contains details of financial 
operations by ministry. 


¢ Volume II contains additional information 
and analyses. 


Budget 


The budget, usually introduced in February, 
presents the Government’s overall fiscal plan, 
incorporating revenue projections and spending 
plans, which combine to determine the 
resulting budgetary balance. The budget also 
introduces proposals for changes in taxation. 


The Fiscal Monitor 


This monthly newsletter produced by the 
Department of Finance highlights the financial 
results of the Government together with the 
reasons underlying major variances. 


Debt Management Strategy 


This report is tabled annually in Parliament. 
It provides information on the federal 
government’s debt management strategy 

for the coming fiscal year. 


ANNUAL FINANCIAL REPORT S 


LSE L RS ETRE 


Debt Management Report 


This annual document provides an accounting 
of the key elements of federal debt strategy and 
describes various strategic and operational aspects 
of the Government’s debt program and cash 

management activities over the past fiscal year. 


Estimates 


Each year the Government prepares Estimates 
in support of its request to Parliament for 
authority to spend public monies. This request 
is formalized through the tabling of appropriation 
bills in Parliament. The Estimates are tabled in 
the House of Commons by the President of the 
Treasury Board and consist of three parts: 


Part I - The Government Expenditure Plan 
provides an overview of federal spending and 
summarizes the relationship of the key 
elements of the Main Estimates to the 
Expenditure Plan set out in the budget. 


Part Il — The Main Estimates directly support 
the Appropriations Act. 


Part III — Departmental Expenditure Plans 
consist of two components—Reports on Plans 
and Priorities and Departmental Performance 
Reports. 
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Message from the Minister 


We should be proud of Canada’s strong economic 
performance over the past year. Our government has 
taken great care to create an environment that encourages 
further growth and investment. The key to our success 
has been our determination to develop our long-term 
economic plan, Advantage Canada, and put that plan 
into action. 


Advantage Canada is designed to give Canada and 
Canadians five distinct advantages: a tax advantage, a 
fiscal advantage, a knowledge advantage, an infrastructure 
advantage and an entrepreneurial advantage. 


As you can see in the 2006-07 Annual Financial Report, 
we are delivering on those advantages for Canadian 
individuals, families and businesses. Revenue growth is 
strong, government spending is focused and providing 
good value for money, our debt is lower and taxes are 
coming down. 


pide Department of Finance Ministére des Finances 
Canada Canada 


In fact, as part of our Tax Back Guarantee, we are 
giving Canadians a direct stake and a direct benefit in 
how we manage government finances on their behalf. 
The higher-than-expected reduction in the federal debt 
in 2006-07 will result in approximately $260 million in 
additional ongoing personal income tax reductions. 
That’s more money in the pockets of hard- 

working Canadians. 


Since taking office our government has provided 
relief in every way we collected taxes: personal taxes, 
consumption taxes, excise taxes and corporate taxes. 
As we continue to implement Advantage Canada, 
we intend to provide further tax relief for Canadian 
families and businesses in a responsible and 
meaningful way. 


Over the past two years the federal debt has been 
reduced by an amount equivalent to $1,142 for every 
Canadian man, woman and child. We will continue to 
lift that burden off the shoulders of future generations, 
and at the same time, invest in priority programs. 


Our objectives are clear: more and better jobs; a 

higher standard of living; and greater opportunity for 
Canadians to learn, earn, and invest to create the future 
they want for themselves and their families. 


We have come a long way in a short period of time and 
that has not gone unnoticed internationally. Canada 
remains a shining example to the rest of the world of 
what a truly great, prosperous and compassionate 
nation can be. 


Jim Flaherty 
Minister of Finance 
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Note to Readers 


The Government reports all revenues and expenses on an accrual basis. Further details on the 
Government’s accounting policies can be found in the section entitled “Notes to the Condensed 
Financial Statements of the Government of Canada” and in the Public Accounts of Canada 2007. 


During 2006-07, the Government adopted new recommendations of the Public Sector Accounting 
Board of the Canadian Institute of Chartered Accountants regarding the accounting treatment of 
other comprehensive income. Other comprehensive income consists of unrealized gains and losses 
on financial instruments held by enterprise Crown corporations and other government business 
enterprises. In accordance with the recommendations, other comprehensive income is recorded 
directly in the Government’s Condensed Statement of Accumulated Deficit and Condensed 
Statement of Change in Net Debt, but is excluded from the calculation of the Government’s 
annual surplus. Therefore, for 2006-07 and future years, the annual change in the federal debt 
(accumulated deficit) will reflect the annual budgetary balance plus any gains or losses recognized 
in other comprehensive income. This accounting policy change resulted in a $479-million decrease 
in the federal debt in 2006-07. 


Report Highlights 


Annual Financial Report whe 


e A budgetary surplus of 1.0 per cent of gross domestic product (GDP), or $13.8 billion, was 


achieved in 2006-07. 


¢ Federal debt stood at $467.3 billion at the end of 2006-07, down $95.6 billion from its peak 
of $562.9 billion in 1996-97. Over the past two years the federal debt has fallen by an 


amount equivalent to $1,142 for each Canadian. 


¢ The federal debt-to-GDP ratio is 32.3 per cent, down sharply from its peak of 68.4 per cent 
in 1995-96, and is now at its lowest level in 25 years. 


¢ Unmatured debt—the debt issued on credit markets to investors—as a percentage of GDP 
has declined to 28.6 per cent from the peak of 57.7 per cent in 1995-96. 


e The share of revenues spent on public debt charges declined from 15.2 per cent in 2005-06 to 
14.4 per cent in 2006-07. This is down from a peak of about 38 per cent in 1990-91. The 
share of revenues devoted to public debt charges is now at its lowest level since the late 1970s. 


e The 2006-07 surplus is $4.6 billion, or 1.0 per cent of combined revenues and expenses, 
higher than the $9.2-billion surplus forecast in the March 2007 budget, due largely to 
higher-than-expected corporate income tax revenues. Program expenses were $0.7 billion 
lower than estimated in Budget 2007, while public debt charges were $0.2 billion lower 


than forecast. 


The Budgetary Balance 


A budgetary surplus of $13.8 billion was 
recorded in 2006-07. Budgetary revenues 
increased by 6.2 per cent over the prior year. 
This gain was due to strong growth in 
income tax revenues, which was only partially 
offset by a decrease in goods and services tax 
(GST) revenues due to the impact of the 
July 1, 2006, GST rate reduction. Program 
expenses rose by 7.5 per cent as a result of 
higher transfers to individuals and to other 
levels of government, as well as higher 
operating expenses. Public debt charges 
increased by $0.2 billion, or 0.5 per cent, due 
to a higher average effective interest rate on 
the stock of interest-bearing debt. 


In the absence of policy changes, the 
budgetary balance primarily mirrors economic 
developments. To enhance the comparability 
of financial results over time and across 
jurisdictions, the budgetary balance and its 
components are often presented as a 
percentage of GDP. 


Budgetary Balance 


billions of dollars 
20 


per cent of GDP 
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1985- 1988- 1991- 1994— 1997- 2000- 2003- 2006- 
1986 1989 1992 1995 1998 2001 2004 2007 


Sources: Public Accounts of Canada and Statistics Canada. 


The budgetary surplus was 1.0 per cent of 
GDP in 2006-07. This ratio was unchanged 
from 2005-06. 


All orders of government in Canada continue 
to post strong fiscal results. In 2006-07 the 
provinces and territories were in a strong 
surplus position due to ongoing revenue 
growth, particularly personal and corporate 
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income tax revenues. The aggregate provincial- 
territorial surplus is currently estimated at 
$16.1 billion! for 2006-07, up from the 
$13.6-billion aggregate surplus posted in 
2005-06. This would mark the third 
consecutive year that the aggregate provincial- 
territorial surplus has exceeded the 

federal surplus. 


As a result of improving budgetary balances 
and economic growth in recent years, both 
federal and provincial-territorial debts have 
declined as a share of GDP. Federal debt as 

a share of GDP still exceeds that of most 
provinces and remains significantly higher 
than the provincial average. Lower debt 

has enabled both orders of government to 
allocate a smaller portion of revenues to debt 
interest payments, freeing up funds to reduce 
taxes and invest in other priorities. Lower debt 
also strengthens our country’s ability to deal 
with economic shocks and challenges, such 
as the aging of our population. 


Federal and Provincial-Territorial Debt 


per cent of GDP 


Provincial-territorial 
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2007 budget estimates for the remaining jurisdictions. 
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Total Government Financial Balances’ (2006) 


per cent of GDP 


G7 Germany United Japan France United ltaly Canada” 
average States Kingdom 


‘The OECD uses the term “financial balance” to mean 
budgetary balance. 

?The data for Canada do not yet reflect the final 2006-07 results, 
and will therefore likely be revised upward. 

Source: OECD Economic Outlook, No. 81 (June 2007). 


The Organisation for Economic Co-operation 
and Development (OECD) estimates that 
Canada was the only G7 country to record 

a total government surplus in calendar year 
2006. Moreover, it expects Canada to 
continue to be the only G7 country to post 

a surplus again in 2007 and 2008. 


Based on final results for Nova Scotia, Ontario, Manitoba, Saskatchewan, Alberta and British Columbia and 
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Federal Debt 


The federal debt is the difference between the Fig i Nilnda AE lant eli Beter eis ah 
billions of dollars per cent of GDP 


Government’s total liabilities and its assets. At 25 - 
the end of 2006-07 the federal debt stood at L_| eer eale il 


$467.3 billion, down $95.6 billion from its Santas 
peak of $562.9 billion in 1996-97. As a share 
of GDP, federal debt dropped to 32.3 per cent 
in 2006-07, down from the peak of 

68.4 per cent in 1995-96, bringing it to its 
lowest level since 1981-82. Federal debt at 
the end of 2006-07 was $14,223 for each 
Canadian, down from $15,365 

two years earlier. 


1985- 1988- 1991- 1994- 1997- 2000- 2003- 2006- 
1986 1989 1992 1995 1998 2001 2004 2007 


Sources: Public Accounts of Canada and Statistics Canada. 


Federal Debt (Accumulated Deficit) 


The financial statements of the Government of Canada are presented on a full accrual basis of 
accounting. On this basis, government debt can be defined in several ways. 


Net debt represents the total liabilities of the Government less its financial assets. Financial 
assets consist of cash and other accounts receivable, tax receivables, foreign exchange accounts, 
and loans, investments and advances. 


The accumulated deficit is equal to total liabilities less total assets—both financial and non- 
financial. Non-financial assets include tangible capital assets (such as land and buildings), 
inventories and prepaid expenses. Prior to 2006-07, the accumulated deficit was also equal to 
the net accumulation of all annual surpluses and deficits since Confederation. However, as 
discussed in the “Note to Readers” section, the accumulated deficit now includes accumulated 
other comprehensive income, which is excluded from the calculation of the Government’s 
surplus, in accordance with recommendations of the Public Sector Accounting Board of the 
Canadian Institute of Chartered Accountants. 


The federal debt, referred to in the budget documents and the Annual Financial Report of 
the Government of Canada, is the accumulated deficit. It is the federal government’s main 
measure of debt. 
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Table 1 
Financial Highlights 
2005-06 2006-07 
($ billions) 
Budgetary transactions 
Revenues Cee. 236.0 
Expenses 
Program expenses -175.2 -188.3 
Public debt charges -33.8 -33.9 
Total expenses -209.0 aoe 
Budgetary balance 13.2 13.8 
Non-budgetary transactions -6.4 -5.2 
Financial source/requirement 6.8 8.5 
Net change in financing activities -6.3 -7.0 
Net change in cash balances O25 Tee) 
Cash balance at end of period PAVE 22h 
Financial position 
Total liabilities Oz 705.8 
Total financial assets 165.6 181.9 
Net debt 536.9 523.9 
Non-financial assets 55.4 56.6 
Federal debt (accumulated deficit) 481.5 467.3 
Financial results (Y% of GDP) 
Budgetary revenues Ose 16.3 
Program expenses V2 13.0 
Public debt charges aS 23 
Budgetary balance 1.0 1.0 
Federal debt (accumulated deficit) 35.0 32.3 
Note: Numbers may not add due to rounding. 
Financial Source/Requirement 
Budgetary Balance and 


The financial source/requirement measures 
the difference between cash coming in to the 
Government and cash going out. It differs 
from the budgetary balance, which measures 
revenues and expenses as they are earned or 
incurred rather than when the associated cash 
is received or paid. There was a financial 
source of $8.5 billion in 2006-07, compared 
to a financial source of $6.8 billion in 
2005-06. 


Financial Source/Requirement 


billions of dollars 


[-] Budgetary balance 
— Financial source/requirement 


1985- 1988- 1991- 1994- 1997- 2000- 2003- 2006- 
1986" . 1989: 1992. 1995 1998 2001 2004 2007 


Sources: Public Accounts of Canada and Statistics Canada. 


Budgetary Revenues 


Budgetary revenues totalled $236.0 billion in 
2006-07, up 6.2 per cent from 2005-06 
(Table 2). Tax revenues rose by $12.3 billion, 
or 6.6 per cent, while Employment 

Insurance (EI) premium revenues rose by 
$0.3 billion, or 1.5 per cent. Other revenues 
increased by $1.2 billion, or 6.1 per cent. 
Budgetary revenues were $3.7 billion, or 

1.6 per cent, higher than estimated in the 
March 2007 budget. 


The largest source of budgetary revenues in 
2006-07 was personal income tax revenues, 
which stood at 46.8 per cent of budgetary 
revenues. The second largest source 

was corporate income tax revenues at 

16.0 per cent, up 10.3 percentage points 
from a low of 5.7 per cent in 1992-93. GST 
revenues were 13.3 per cent of budgetary 
revenues, while EI premium revenues 
contributed to 7.1 per cent of 

budgetary revenues. 


Personal income tax revenues increased by 
$6.8 billion, or 6.5 per cent, in 2006-07. This 
reflects solid growth in employment and wages 
and salaries combined with the progressive 
nature of the personal income tax system. 


Composition of Revenues for 2006-07 


Corporate 
income tax 
16.0% 


Personal income tax 
46.8% 


Other 
revenues 
8.8% 


Other taxes and duties 
(excluding GST) 


Other income tax 
5.9% 21% 


Source: Public Accounts of Canada. 
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Personal income tax revenues usually grow 
somewhat faster than personal income—in 
other words, they have an “income elasticity” 
greater than one—because marginal tax rates 
rise as taxable income rises. These factors 
pushing up revenues were partially 

offset by tax relief measures announced in the 
March 2007 budget and the October 2006 
Tax Fairness Plan. 


Corporate income tax revenues were 

$6.0 billion, or 19.0 per cent, higher in 
2006-07 than in 2005-06. Growth in 
corporate income tax revenues far exceeded 
growth in corporate profits as measured in 
the National Accounts, which rose by only 
5.0 per cent in 2006. As such, the gain in 
corporate income tax revenues largely reflects 
a significantly higher tax yield per dollar of 
corporate income earned. The higher average 
effective tax rate is likely due to a decline in 
corporate loss pools. After five consecutive 
years of profit growth, corporations have a 
dwindling supply of prior-year losses available 
to reduce their tax liabilities. Indeed, there 
appear to be a number of large corporations, 
particularly in the resource sector, that have 
just recently started paying income taxes as 
they have exhausted their pools of losses or 
credits. The cause of the increase in the 
average effective tax rate can only be 
confirmed in two years, when detailed 
assessment data will be available. In addition, 
corporate income tax revenues reported in 
2006-07 were boosted by an unusually high 
level of corporate income tax pertaining to 
the prior year that was assessed after the 
financial statements for 2005-06 were closed, 
and for which corresponding instalment 
payments had been underpaid. This boosted 
corporate income tax revenues in 2006-07 
by more than $1 billion. 


Other income tax revenues—largely 
withholding taxes levied on non-residents— 
were $0.3 billion, or 7.7 per cent, higher in 
2006-07 than in the previous year. 


Fiscal Year 2006-2007 


Other taxes and duties decreased by 

$0.8 billion, or 1.8 per cent, in 2006-07, 
driven by a $1.7-billion drop in GST revenues, 
reflecting the impact of the July 1, 2006, 
GST rate reduction. This decline was partially 
offset by the one-time charge on duty deposit 
refunds under the Canada-United States 
Softwood Lumber Agreement, which raised 
other excise taxes and duties by $0.5 billion. 
Other excise taxes and duties were also 
boosted by the introduction of an export 
charge on softwood lumber exports to the 
U.S., effective October 12, 2006, consistent 
with the Agreement. There is no net 
budgetary impact from either the charge on 
duty deposit refunds or the export charge: 
revenues from the former have been 
transferred to certain U.S. interests under 

the terms of the Agreement and revenues 
from the latter, net of the costs of 
administering the Agreement, will be 
transferred to provincial governments. 
Customs import duties rose $0.4 billion, 

or 11. 2pen.cent:. 
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EI premium revenues increased by 

$0.3 billion, or 1.5 per cent, from the previous 
year, reflecting growth in employment and 
wages and salaries during the year, which more 
than offset the reductions in premium rates on 
January 1, 2006 and January 1, 2007, as well 
as the impact of the transfer to the province of 
Quebec of the responsibility for delivering 
maternity and parental benefits in that 
province along with the associated premiums, 
effective January 1, 2006. 


Other revenues consist of net profits from 
Crown corporations, such as the Bank of 
Canada, Export Development Canada and 
Canada Mortgage and Housing Corporation; 
foreign exchange revenues; and other program 
revenues, primarily revenues from the sales of 
goods and services. Other revenues were up 
$1.2 billion, or 6.1 per cent, in 2006-07, 
primarily reflecting growth in interest and 
penalties on outstanding balances of 

taxes receivable. 


ITIL ILLES AES 
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Table 2 
Revenues 
2005-06 2006-07 
($ millions) (%) 
Tax revenues 
Income tax 
Personal income tax 103,691 110,477 6,786 6.5 
Corporate income tax Sieice Sith 6,021 19.0 
Other income tax 4,529 4,877 348 rary 
Total 139,944 153,099 16,150 9.4 
Other taxes and duties 
Goods and services tax 33,020 31,296 -1,724 -5.2 
Energy taxes 5,076 5,128 52 1.0 
Customs import duties 3,330 3,704 374 1432 
Air Travellers Security Charge 353 O57 4 1.1 
Other excise taxes and duties ASTT 4,832 455 10.4 
Total 46,156 JUSS -839 -1.8 
Total tax revenues 186,100 198,416 12,316 6.6 
Employment Insurance premium revenues 16,535 16,789 254 p ls) 
Other revenues 
Crown corporation revenues 7,198 7,003 905 4.2 
Foreign exchange revenues 2,014 1,714 -300 -14.9 
Other program revenues 10,356 11,544 1,188 16 
Total 19,568 20,761 1,193 6.1 
Total revenues 222,203 235,966 13,763 6.2 


Note: Numbers may not add due to rounding. 


The revenue ratio—budgetary revenues as a 


percentage of GDP—compares the total of all 


federal revenues to the size of the economy. 
The revenue ratio stood at 16.3 per cent in 


2006-07, up from 16.2 per cent in 2005-06. 
This increase is primarily due to the significant 


growth of corporate income tax revenues. 


Revenue Ratio 


revenues as a per cent of GDP 
20 


1985- 1988- 1991- 1994— 


1986 1989 1992 1995 


Sources: Department of Finance and Statistics Canada. 


1997- 
1998 


2001 


2000- 2003- 2006- 
2007 
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Fiscal Year 2006-2007 


Total Expenses 


Total expenses consist of program expenses 
and public debt charges. In 2006-07 total 
expenses amounted to $222.2 billion, up 
6.3 per cent from 2005-06. 


Major transfers to persons (elderly benefits, 

EI benefits, and children’s benefits) and major 
transfers to other levels of government (the 
Canada Health Transfer, the Canada Social 
Transfer, fiscal arrangements and other 
transfers, transfers to provinces on behalf of 
Canada’s cities and communities, and 
Alternative Payments for Standing Programs) 
were the two largest components of total 
expenses in 2006-07, representing 25.0 and 
19.1 per cent of total expenses. Other transfers 
made by various federal departments to 
individuals, businesses and other organizations 
and groups made up 12.1 per cent of total 
expenses in 2006-07. 


After transfers, the next largest component of 
total expenses was the operating costs of 
government departments and agencies, 
excluding National Defence, at 18.2 per cent. 
Operating costs include items such as salaries 
and benefits, facilities and equipment, and 
supplies and travel. 


Public debt charges amounted to 15.3 per cent 
of total expenses in 2006-07. This is down 
from a peak of nearly 30 per cent in the mid- 
1990s, when they were the largest component 
of spending, reflecting the large stock of 
interest-bearing debt and high average 
effective interest rates on that stock. With the 
reductions in interest-bearing debt and lower 
interest rates, their share of total expenses has 
fallen 14.5 percentage points from a high of 
29.8 per cent in 1996-97, 
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Composition of Expenses for 2006-07 


Transfers to 
governments 
19.1% 


Transfers to persons! 
25.0% 


Other transfers 


\ 


1 Includes elderly benefits, El benefits, and children’s benefits. 
Source: Public Accounts of Canada. 


Public debt charges 
15.3% 


Operating 
(excluding 


Crown 
corporations 
3.2% 


Program expenses amounted to $188.3 billion 
in 2006-07, up 7.5 per cent from 2005-06 
(Table 3). Within program expenses, transfers 
increased by $6.6 billion and operating 
expenses of departments and agencies, 
excluding National Defence, increased by 
$5.7 billion. Operating expenses of 

National Defence grew by $0.7 billion 

while Crown corporation expenses were 
virtually unchanged. 


Public debt charges rose by $0.2 billion, 
or 0.5 per cent, reflecting higher average 
effective interest rates on the stock of 
interest-bearing debt. 


Table 3 


Total Expenses 


SEASON 
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2005-06 2006-07 
($ millions) (%) 
Major transfers to persons 
Elderly benefits 28,992 30,284 1,292 4.5 
Employment Insurance benefits 1447 14,084 -333 -2.3 
Children’s benefits 9,200 bi pas 2,014 21.9 
Total 52,609 55,582 2,973 ome 
Major transfers to other levels of government 
Support for health and other programs PA GELS 28,640 1,415 Oe 
Fiscal arrangements and other transfers 12,439 13,066 627 D0) 
Canada’s cities and communities 582 590 8 1.4 
Transfers in support of post-secondary education, 
public transit and affordable housing 38,300 -3,300 
Early learning and child care 650 650 
Clean Air and Climate Change Trust Fund 1,519 1,519 
Patient Wait Times Guarantee Trust 612 612 
Transition Trust 614 614 
Alternative Payments for Standing Programs -2,/31 Som Ara -446 hee: 
Total 40,815 42,514 1,699 4.2 
Direct program expenses 
Subsidies and other transfers! 24,893 26,844 1,951 7.8 
Other program expenses 
Crown corporations 
Canada Mortgage and Housing Corporation 2,119 2102 -17 -0.8 
Canadian Broadcasting Corporation lore 1,666 -6 -0.4 
Other cultural agencies 631 606 -25 -3.9 
Canadian Air Transport Security Authority 349 438 89 25.4 
Other 2,424 2,399 -25 -1.0 
Total i105 G211 16 0.2 
National Defence 15,034 plemicers 698 4.6 
All other departments and agencies 
Bad debt expense 1,366 4,179 2,813 205.9 
Other operating expenses 33,301 36,207 2,906 owe 
Total 34,667 40,386 Sg 16.5 
Total other program expenses 56,896 63,329 6,433 11:3 
Total direct program expenses 81,789 90,173 8,384 10:8 
Total program expenses 175,213 188,269 13,056 TD 
Public debt charges Sli 2 33,945 178 Od 
Total expenses 208,985 222,214 13,229 6.3 


Note: Numbers may not add due to rounding. 
1 See Table 4 for details. 
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{¢ Fiscal Year 2006-2007 


In 2006-07 major transfers to persons 
increased by $3.0 billion, or 5.7 per cent, 
over 2005-06. 


e Elderly benefits consist of Old Age Security, 
the Guaranteed Income Supplement and 
Allowance payments (formerly known as the 
Spousal Allowance). Total benefits were up 
$1.3 billion, or 4.5 per cent, in 2006-07, 
reflecting an $18-per-month increase in the 
Guaranteed Income Supplement in both 
January 2006 and January 2007, as well as 
an increase in the number of recipients. 


e EI benefits consist of regular benefits, 
special benefits (sickness, maternity, 
parental, adoption and fishing) and labour 
market adjustment benefits. Total benefits 
decreased by $0.3 billion in 2006-07, 
reflecting a decline in maternity and parental 
benefits, due to the transfer to the province 
of Quebec of the responsibility for 
delivering maternity and parental benefits in 
that province, effective January 1, 2006. 


e Children’s benefits consist of the base 
Canada Child Tax Benefit, the National 
Child Benefit supplement, the Child 
Disability Benefit and the new 
Universal Child Care Benefit (UCCB). 
The $2.0-billion, or 21.9-per-cent, increase 
in children’s benefits in 2006-07 is mainly 
attributable to transfers under the UCCB 
program, which began in July 2006. 


Major transfers to other levels of government 
include the Canada Health Transfer (CHT), 
the Canada Social Transfer (CST), fiscal 
arrangements (Equalization, transfers to the 
territories, as well as a number of smaller 
transfer programs), transfers to provinces on 
behalf of Canada’s cities and communities, and 
Alternative Payments for Standing Programs. 
These transfers increased by $1.7 billion, or 
4.2 per cent, over 2005-06, resulting largely 
from legislated increases in the CHT, the CST, 
Equalization and Territorial Formula 
Financing in 2006-07. 


e The CHT and CST—block-funded 
transfers—support health care, post- 
secondary education, social assistance and 
social services, including early childhood 
development. These programs provide 
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support in the form of cash and tax transfers 
to the provinces and territories. Transfers 

in support of health and other social 
programs increased by $1.4 billion in 
2006-07, reflecting legislated increases in 
the CHT and the CST transfers in 2006-07. 


e Total entitlements under fiscal arrangements 
and other transfers increased by $0.6 billion 
to $13.1 billion in 2006-07. 


e In Budget 2007, the Government 
announced one-time transfers to provinces 
and territories to support a number of 
initiatives including health care, post- 
secondary education, labour market training 
and the environment. These transfers 
included the creation of the $1.5-billion 
Clean Air and Climate Change Trust Fund, 
the $0.6-billion Patient Wait Times 
Guarantee Trust and the $0.6-billion 
Transition Trust. 


e The 2006-07 results also include a 
$650-million one-time payment made 
in July 2006 to provinces and territories 
under the Early Learning and Child 
Care Agreements. 


e Alternative Payments for Standing Programs 
represent recoveries of federal tax point 
abatements under contracting-out 
arrangements. These arrangements allow 
provinces to assume the administrative and 
financial authority for certain federal- 
provincial programs. In turn, the federal 
government provides provinces with tax 
points, the value of which are netted against 
total entitlements and accordingly recovered 
from cash transfers. These recoveries reflect 
the growth in the value of the tax points. 


In 2006-07 subsidies and other transfers 
increased by $2.0 billion, or 7.8 per cent, 
over 2005-06 (Table 4). This growth largely 
reflects increased agricultural assistance 
announced in Budget 2006, $0.5 billion in 
transfers to U.S. interests under the Canada- 
United States Softwood Lumber Agreement, 
and a $0.4-billion transfer to the Canada 
Health Infoway to support early movement 
by provinces towards patient wait 

times guarantees. 
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Table 4 
Subsidies and Other Transfers 
2005-06 2006-07 Net change 
($ millions) (%) 
Agriculture and Agri-Food 
Grains and Oilseeds Payment Program 756 0) -156 -100.0 
CAIS (Canadian Agricultural Income 
Stabilization) Inventory Transition Initiative 873 873 n/a 
Cost of Production Payment 400 400 n/a 
Other 1,839 1,849 10 0.5 
Total 2,595 Size 527 20.3 
Foreign Affairs and International Trade 
Canada-United States Softwood Lumber Agreement 503 503 n/a 
Other 3,357 3,501 144 4.3 
Total 3,357 4,004 647 19.3 
Health 
First Nations and Inuit health 857 927 70 8.1 
Canadian Institutes of Health Research 758 800 44 30 
Primary Health Care Transition Fund 185 73 -112 -60.7 
Canada Health Infoway 400 400 n/a 
Other 281 315 35 12.3 
Total 2,080 2,514 434 20.8 
Human Resources and Skills Development 
Student assistance programs 848 874 26 3.1 
Labour market programs 746 740 -6 -0.8 
Energy Cost Benefit 210 4 -207 -98.3 
Other 389 300 -89 -22.9 
Total 2,193 1,918 -275 -12.6 
Indian and Northern Affairs 5,448 5,161 -287 -5.3 
Industry/regional agencies/granting councils 
Technology Partnerships Canada 452 342 -109 -24.2 
Infrastructure Canada 368 286 -83 -22.4 
Regional agencies 537 613 76 14.1 
Natural Sciences and Engineering Research Council 
of Canada/Social Sciences and Humanities 
Research Council of Canada 1,371 1,458 88 6.4 
CANARIE 120 120 n/a 
Genome Canada 100 100 n/a 
Other 266 273 t 2.6 
Total 2,994 3,192 198 6.6 
Other 6,225 6,933 708 AAA 
Total 24,893 26,844 1,951 (x) 


Note: Numbers may not add due to rounding. 
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Other program expenses—total program 


expenses less transfers—consist of the Expense ratio 
oper ating costs of the more than expenses as a per cent of revenues 
130 departments, agencies, Crown 160 


corporations and other federal bodies that 
deliver programs and services to Canadians. 
These expenses amounted to $63.3 billion in 
2006-07, up $6.4 billion, or 11.3 per cent, 
from 2005-06. Within this component: 


e Expenses related to Crown corporations 
were virtually unchanged in 2006-07, 
increasing by $16 million, or 0.2 per cent, 
over 2005-06. 


; 1985- 1988- 1991- 1994 a LL se 2006- 
e National Defence expenses increased by 1986 1989 1992 1995 1998 _2001 2007 


$0.7 billion, or 4.6 per cent, primarily Gourde: Donariment or Einance: 
reflecting incremental annual funding to 
strengthen Canada’s military. 


due to higher average effective interest rates 


¢ All other departmental and agency expenses on the stock of interest-bearing debt. 
increased by $5.7 billion, or 16.5 per cent. 
About half of this increase reflects a The interest ratio—public debt charges as 
$2.8-billion increase in bad debt expense a percentage of budgetary revenues— 
nearly all of which relates to taxes receivable. declined from 15.2 per cent in 2005-06 to 
The increase in bad debt expense reflects a 14.4 per cent in 00 6 07m cnnieme 


year-over-year increase in the stock of 
accounts receivable outstanding at year-end 
and a reduction in the estimated 
creditworthiness of those receivables. The 
other half is largely attributable to increased 
pension costs, reflecting the one-time 


that, in 2006-07, the Government spent about 
14 cents of every revenue dollar on interest on 
the public debt. This is down from the peak of 
about 38 cents in 1990-91 and is the lowest 
this ratio has been since the late 1970s. This 


impact of previously announced is money that must be paid to meet the 
amendments to the public service pension Government’s ongoing obligations on its debt. 
plans. This is one of a series of changes that The lower the ratio, the more flexibility the 
have been implemented over the past few Government has to address the key priorities 
years to improve the fairness and of Canadians. 


affordability of the public service pension 
plans over the long run. 


Interest Ratio 


The expense ratio—total expenses as a public debt charges as a per cent of revenues 
percentage of budgetary revenues—stood at we 

94.2 per cent in 2006-07. An expense ratio of 

less than 100 means that revenues exceed 40 

expenses, resulting in a surplus. The expense 

ratio has been less than 100 since the federal 30 

government first recorded a surplus in 

1997-98. This is in sharp contrast to the 20 

previous 27 years, in which revenues did not | | | | | 

cover expenses. | | | ] 


Public debt charges increased by $0.2 billion, cS SS "YS 
or 0.5 per cent, to $33.9 billion in 2006-07, 1986 1989 1992-1995 +1998 ~—-2001~—« 2004-2007 


Source: Department of Finance. 
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The Budgetary Balance and 
Financial Source/Requirement 


The budgetary balance is the most 
comprehensive measure of the federal 
government’s fiscal results. It is presented on 
a full accrual basis of accounting, recording 
government liabilities when they are incurred, 
regardless of when the cash payment is made, 
and recording tax revenues when earned, 
regardless of when the cash is received. 


In contrast, the financial source /requirement 
measures the difference between cash coming 
in to the Government and cash going out. It 
differs from the budgetary balance in that it 
includes cash transactions in loans, investments 
and advances, federal employees’ pension 
accounts, other specified purpose accounts, 
foreign exchange activities, and changes in 
other financial assets, liabilities and non- 
financial assets. These activities are included as 
part of non-budgetary transactions. The 
conversion from full accrual to cash accounting 
is also reflected in non-budgetary transactions. 


Non-budgetary transactions in 2006-07 
resulted in a net requirement of funds 
amounting to $5.2 billion, compared to a 
net requirement of $6.4 billion in 2005-06. 


SRE TIARA 
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The non-budgetary requirement of funds 

in 2006-07 was due to cash requirements 
resulting from the acquisition of capital assets 
and loans, financial investments and advances, 
as well as from other activities, including 
payment of accounts payable, increases in 
accounts receivable and foreign exchange 
activities. These were partly offset by a 

source of funds related to public sector 
pension benefits. 


With a budgetary surplus of $13.8 billion 
and a net requirement from non-budgetary 
transactions of $5.2 billion, there was a 
financial source of $8.5 billion in 2006-07, 
up $1.7 billion from the $6.8-billion source 
posted in 2005-06 (Table 5). 


With this financial source, the Government 
retired $7.0 billion of its unmatured debt and 
increased its cash balances by $1.5 billion. 
Cash balances at March 31, 2007, stood at 
$22.7 billion. 
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Table 5 
Budgetary Balance, Financial Source/Requirement and Net Financing Activities 
2005-06 2006-07 
($ billions) 
Surplus for the year 13.2 13.8 
Non-budgetary transactions 
Pension and other accounts 
Public sector pensions 1.5 3.f 
Other employee and veteran future benefits 1.8 1.8 
Canada Pension Plan -2.6 -0.1 
Other -0.6 -0.2 
Total 0.1 ae 
Non-financial assets -0.6 ae 
Loans, investments and advances -3.7 -2.7 
Other transactions 
Accounts payable, receivable, accruals and allowances -2.3 -3.1 
Foreign exchange activities 0.0 -3.4 
Total other transactions -2.2 -6.5 
Total non-budgetary transactions -6.4 -5.2 
Financial source/requirement 6.8 8.5 
Net change in financing activities 
Marketable bonds -4.7 -3.7 
Treasury bills 4.4 2D 
Canada Savings Bonds ot itd =2.2 
Other -4.3 -3.6 
Total -6.3 -7.0 
Change in cash balances 0:5 1:5 
Cash at end of year 7 a eel, 


Note: Numbers may not add due to rounding. 
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Federal Debt 


Total liabilities consist of interest-bearing debt 
and accounts payable and accrued liabilities. 
Interest-bearing debt includes unmatured debt 
and liabilities for pension and other accounts. 
At March 31, 2007, interest-bearing debt 
amounted to $599.3 billion, down $1.8 billion 
from March 31, 2006 (Table 6). Within 
interest-bearing debt, unmatured debt 
decreased by $7.0 billion while liabilities for 
pension and other accounts increased by 

$5.1 billion. Accounts payable and accrued 
liabilities amounted to $106.5 billion, up 

$5.1 billion from 2005-06. As a result, total 
liabilities at March 31, 2007 stood at 

$705.8 billion, up $3.3 billion from the 
previous year. 


Financial assets consist of cash and other 
accounts receivable, tax receivables, foreign 
exchange accounts, and loans, investments 
and advances. Financial assets totalled 
$181.9 billion at March 31, 2007, up 
$16.3 billion from March 31, 2006. Increases 
were recorded in cash and other accounts 
receivable (up $2.4 billion), tax receivables 
(up $7.4 billion), loans, investments and 
advances (up $3.2 billion) and foreign 
exchange accounts (up $3.4 billion). As a 
result, net debt stood at $523.9 billion at 
March 31, 2007, down $13.0 billion from 
March 31, 2006, and $85.1 billion below 
the peak of $609 billion at March 31, 1997. 
As a per cent of GDP, net debt dropped to 
36.2 per cent in 2006-07, down 

37.7 percentage points from its peak of 
73.9 per cent in 1995-96. This is the 

11th consecutive year in which the net 
debt-to-GDP ratio has declined. 
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Non-financial assets, consisting of tangible 
capital assets, inventories and prepaid expenses, 
amounted to $56.6 billion at March 31, 2007, 
up $1.2 billion from March 31, 2006. 


With total liabilities of $705.8 billion, financial 
assets of $181.9 billion and non-financial 
assets of $56.6 billion, the federal debt 
(accumulated deficit) stood at $467.3 billion 
at March 31, 2007, down $14.2 billion from 
2005-06 and $95.6 billion from its peak in 
1996-97. The decline in federal debt between 
2005-06 and 2006-07 was largely due to an 
increase in financial assets. 


The reduction in the federal debt results in 
effective interest savings that will be passed on 
to Canadians through personal income tax 
reductions under the Government’s Tax Back 
Guarantee. These effective interest savings 
result not only from reductions in the 
Government’s market debt, but also from 
increases in its financial assets. For example, 
the Government’s ownership interests in 
enterprise Crown corporations and other 
government business enterprises generate 
returns in the form of corporate profits. 
Similarly, reserves held in the foreign exchange 
accounts are generally invested in marketable 
securities which yield investment returns. 

The Government also earns interest revenue 
from the issuance of loans and advances. 
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Table 6 
Outstanding Debt at Year-End 
2005-06 2006-07 
($ billions) 
Liabilities 
Accounts payable and accrued liabilities 101.4 106.5 
Interest-bearing debt 
Unmatured debt AZ en 414.2 
Pension and other liabilities 179.9 185.1 
Total 601.1 599.3 
Total liabilities 702.5 “OSes 
Financial assets 
Cash and other accounts receivable DSi 26.1 
Tax receivables 59.1 66.5 
Foreign exchange accounts 40.8 44.2 
Loans, investments and advances 41.9 AMS). 
Total financial assets 165.6 181.9 
Net debt 536.9 523.9 
Non-financial assets 
Tangible capital assets 48.4 49.0 
Inventories 5.9 6.0 
Prepaid expenses 1-2 16 
Total non-financial assets 55.4 56.6 
Federal debt (accumulated deficit) 481.5 467.3 


Note: Numbers may not add due to rounding. 


Both net debt and unmatured debt, expressed 


Net Debt and Unmatured Debt as a percentage of GDP, are now below their 
per cent of GDP respective levels in the early 1980s. 
+ ARN GLEN TRC SER RMI UAT RIA SIT eT 9 RS 


Fie f Geo mie Oe ee me bi le a eee nO, 
1985- 1988- 1991- 1994- 1997- 2000- 2003- 2006- 
1986 1989 1992 1995 1998 2001 2004 2007 


Source: Department of Finance. 
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Comparison of Actual Budgetary Outcomes 


to Budget Estimates 


This section compares the actual outcome 

for the major components of the budgetary 
balance for 2006-07 to the estimates 
presented in the March 2007 budget. 

The Government estimated a surplus of 

$9.2 billion for 2006-07 in the March 2007 
budget. This amount was allocated to planned 
federal debt reduction. The final audited 
budgetary surplus for 2006-07 is 

$13.8 billion. 


The increase in the 2006-07 surplus compared 
to the March 2007 budget estimate is largely 
attributable to higher-than-anticipated 
corporate income tax revenues. 


Total revenues were 1.6 per cent, or 

$3.7 billion, higher than projected in the 
budget. Corporate income tax revenues were 
$2.7 billion higher than projected, as revenues 
rose by significantly more than profits across a 
number of sectors. Budget 2007 projections 
were prepared based on data up to 

January 2007, at which time corporate 
income tax revenues were up 12.4 per cent. 
Over the remaining two months of the 

fiscal year, corporate income tax revenues rose 
nearly 20 per cent. These gains, plus year-end 
adjustments, which reflect assessments up to 
the end of May 2007, raised the growth rate 
for the year as a whole to 19.0 per cent, well 
above the increase in the tax base. An 
unusually high level of corporate income 

tax pertaining to the prior year was assessed 
after the financial statements for 2005-06 
were closed, for which instalments had 

been underpaid. 


Non-tax revenues (excluding EI premium 
revenues) were $1.1 billion higher than 
projected in the budget, reflecting growth in 
interest and penalties on outstanding balances 
of taxes receivable along with growth in profits 
of Crown corporations. Excise taxes and duties 
were $0.9 billion higher than projected, 
primarily reflecting the impact of a one-time 
systems change and stronger-than-expected 
growth in GST revenues. 


Program expenses were 0.4 per cent, or 

$0.7 billion, lower than forecast in the 

2007 budget. Actual results were lower than 
forecast in all major categories of spending. 
The Government is committed to only 
approving funds that are actually needed to 
achieve measurable results in a way that is 
effective and provides value for money on 
behalf of Canadians. Within major transfers to 
persons, elderly benefits were marginally lower 
than expected ($0.2 billion), while recoveries 
under Alternative Payments for Standing 
Programs, which reduce major transfers to 
other levels of government, were $0.3 billion 
higher than expected at the time of Budget 
2007. Direct program expenses, which include 
subsidies and other transfers, spending by 
Crown corporations, and operating expenses of 
departments and agencies, including National 
Defence, were $0.1 billion lower than forecast 
in Budget 2007. Within direct program 
expenses, bad debt expenses were $1.2 billion 
higher than forecast in Budget 2007. This 
increase was more than offset by lower-than- 
forecast departmental spending, reflecting in 
part a higher-than-forecast lapse in 
departmental spending authorities. 


Public debt charges were 0.5 per cent, or 
$0.2 billion, lower than estimated. 
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Table 7 
Comparison of Actual Outcomes to March 2007 Budget 
2007 
Actual budget! Difference 
($ billions) 
Budgetary revenues 
Personal income tax TOS: 1G Bis: -1.2 
Corporate income tax Cray 35.0 aT 
Other income tax 4.9 5.4 -0.5 
Excise taxes and duties 45.3 44.4 0.9 
Employment Insurance premium revenues 16.8 16.1 Osi 
Other revenues 20.8 NOG ‘Teal 
Total 236.0 232.3 aa 
Program expenses 
Major transfers to persons 
Elderly benefits 30.3 30:5 -0.2 
Employment Insurance benefits 14.4 14.2 -0.1 
Children’s benefits tee see 0.1 
Total SO seo} -0.2 
Major transfers to other levels of government 
Federal transfers in support of health and other programs 28.6 28.6 0.0 
Fiscal arrangements and other transfers 1 13.1 0.0 
Canada’s cities and communities 0.6 0.6 0.0 
Early learning and child care One Oe 0.0 
Clean Air and Climate Change Trust Fund 1,6 1.5 0.0 
Patient Wait Times Guarantee Trust 0.6 0.6 0.0 
Transition Trust 0.6 0.6 0.0 
Alternative Payments for Standing Programs -3.2 -2.9 -0.3 
Total 42.5 42.9 -0.4 
Direct program expenses 
Subsidies and other transfers 26.8 29.0 -2.1 
Crown corporations Vis 7.0 Oe 
Departmental operating expenses 56.1 54.3 1.8 
Total 90.2 90.3 -0.1 
Total program expenses 188.3 189.0 <0 
Public debt charges 33.9 34.1 -0.2 
Budgetary outcome/estimate 13.8 9.2 4.6 


Note: Numbers may not add due to rounding. 


1 Comparative figures from Budget 2007 have been reclassified to conform to the presentation in the Condensed Statement of Operations 
and Accumulated Deficit. 
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Auditor General of Canada 
Vérificatrice générale du Canada 


REPORT OF THE AUDITOR GENERAL 
ON THE CONDENSED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


To the Minister of Finance 


The accompanying condensed statements of operations and accumulated deficit, financial position, 
change in net debt and cash flow are derived from the complete financial statements of the 
Government of Canada as at March 31, 2007, and for the year then ended on which I expressed 
an opinion without reservation in my Report to the House of Commons dated August 24, 2007. 


For more complete information, readers should refer to my Report, which will be included in 
Volume I of the Public Accounts of Canada 2007, expected to be tabled in the House of Commons 
later this year. 


The fair summarization of the complete financial statements is the responsibility of the Government. 
My responsibility, in accordance with the applicable Assurance Guideline of The Canadian Institute 
of Chartered Accountants, is to report on the condensed financial statements. 


In my opinion, the accompanying condensed financial statements fairly summarize, in all material 
respects, the related complete financial statements in accordance with the criteria described in the 
Guideline referred to above. 


These summarized financial statements do not contain all the disclosures required by Canadian 
generally accepted accounting principles. Readers are cautioned that these statements may not 

be appropriate for their purposes. For more information on the Government’s results of operations 
and accumulated deficit, financial position, change in net debt and cash flow, reference should be 
made to the related complete financial statements, which will also be included in Volume I of the 
Public Accounts of Canada 2007. 


Sheila Fraser, FCA 
Auditor General of Canada 


Ottawa, Canada 
August 24, 2007 
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Condensed Financial Statements 
of the Government of Canada 


The fundamental purpose of these condensed of the Public Accounts of Canada 2007, which 
financial statements is to provide an overview are expected to be tabled in Parliament later 
of the financial affairs and resources for which this year. As these condensed financial 
the Government is responsible under authority statements are, by their nature, summarized, 
granted by Parliament. Responsibility for the they do not include all disclosure required for 
integrity and objectivity of these statements financial reporting by governments in Canada. 
rests with the Government. Readers interested in the disclosure of more 
detailed data should refer to the audited 
These financial statements are extracted and financial statements in the Public Accounts. 


condensed from the audited financial 
statements included in Section 2 of Volume I 


Table 8 

Government of Canada 

Condensed Statement of Operations and Accumulated Deficit 
for the Year Ended March 31, 2007 


2007 2006 
Budget! Actual Actual 
($ millions) 
Revenues 
Income tax revenues 148,990 153,099 139,944 
Other taxes and duties 43,420 45,317 46,156 
Employment insurance premiums 16,125 16,789 16,535 
Other revenues 18,615 20,761 19,568 
Total revenues 227,150 235,966 222,203 
Expenses 
Transfer payments 
Old age security benefits and related payments 30,625 30,284 28,992 
Other levels of government 40,075 42,514 40,815 
Employment insurance benefits 14,580 14,084 14,417 
Children’s benefits 11,140 11,214 9,200 
Other transfer payments 27,600 26,844 24,893 
Total transfer payments 124,020 124,940 118,377 
Other program expenses 64,785 63,329 56,896 
Total program expenses 188,805 188,269 175,213 
Public debt charges 34,788 33,945 33,772 
Total expenses 223,593 222,214 208,985 
Annual surplus 3,557 13,752 13,218 
Accumulated deficit, beginning of year 481,499 481,499 494,717 
Other comprehensive income (Note 2) 479 
Accumulated deficit, end of year 477,942 467,268 481,499 


The accompanying notes are an integral part of these statements. 
| Derived from Budget 2006. 


@ Adjusted to the actual closing amount of previous year. 
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Table 9 

Government of Canada 

Condensed Statement of Financial Position 
as at March 31, 2007 


2007 2006 
($ millions) 
Liabilities 
Accounts payable and accrued liabilities 106,511 101,432 
Interest-bearing debt 
Unmatured debt 414,192 421,149 
Pension and other liabilities 185,060 179,924 
Total interest-bearing debt 599,252 601,073 
Total liabilities 705,763 702,505 
Financial assets 
Cash and accounts receivable 92 586 82,843 
Foreign exchange accounts 44,178 40,827 
Loans, investments and advances 45,094 41,889 
Total financial assets 181,858 165,559 
Net debt 523,905 536,946 
Non-financial assets 
Tangible capital assets 49,036 48,355 
Other 7,601 7,092 
Total non-financial assets 56,637 55,447 
Accumulated deficit 467,268 481,499 


The accompanying notes are an integral part of these statements. 
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Table 10 

Government of Canada 

Condensed Statement of Change in Net Debt 
for the Year Ended March 31, 2007 


EIA S LOE DLE ER BEES OTA IT LIA TTL RET LL IAI LS ENE ETE NI RT LRT 


2007 2006 
Budget! Actual Actual 
($ millions) 
Net debt, beginning of year 536,9467 536,946 549,587 
Change in net debt during the year 
Annual surplus -3,557 =13,£02 -13,218 
Acquisition of tangible capital assets 4,885 4,789 4,046 
Amortization of tangible capital assets -4,092 -3,807 -3,904 
Other -100 208 435 
Net decrease in net debt due to operations -2,864 -12,562 -12,641 
Other comprehensive income (Note 2) -479 
Net decrease in net debt -2,864 -13,041 -12,641 
Net debt, end of year 534,082 523,905 536,946 
The accompanying notes are an integral part of these statements. 
1 Derived from Budget 2006. 
2 Adjusted to the actual closing amount of previous year. 
Table 11 
Government of Canada 
Condensed Statement of Cash Flow 
for the Year Ended March 31, 2007 
2007 2006 
($ millions) 
Cash provided by operating activities 
Annual surplus 16,752 13,218 
Items not affecting cash -1,662 -4,749 
12,090 8,469 
Cash used by capital investment activities -4,587 -3,900 
Cash provided by investing activities 2,289 466 
Total cash generated before financing activities 9,792 5,035 
Cash used by financing activities -8,245 -4,501 
Net increase in cash 1,547 534 
Cash at beginning of year 21,149 20,615 
Cash at end of year 22,696 21,149 
Supplementary information 
Cash used for interest 20,026 19,810 


The accompanying notes are an integral part of these statements. 
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Notes to the Condensed Financial Statements 


of the Government of Canada 


1. Summary of Significant 
Accounting Policies 


The reporting entity of the Government of 
Canada includes all departments, agencies, 
corporations, organizations and funds, which 
are controlled by the Government. The 
financial activities of all these entities are 
consolidated in these financial statements, 
except for enterprise Crown corporations and 
other government business enterprises, which 
are not dependent on the Government for 
financing their activities. These corporations 
are reported under the modified equity basis 
of accounting. The Canada Pension Plan is 
excluded from the reporting entity because 
changes to the Plan require the agreement of 
two thirds of participating provinces and it is 
therefore not controlled by the Government. 


The Government accounts for transactions on 
an accrual basis, using the Government’s 
accounting policies that are described in 
Note 1 to its audited financial statements, 
which are based on Canadian generally 
accepted accounting principles for the public 
sector. The use of these stated accounting 
policies does not result in any significant 
differences from Canadian generally accepted 
accounting principles. 


Financial assets recorded on the Condensed 
Statement of Financial Position can provide 
resources to discharge liabilities or finance 
future operations and are recorded at the 
lower of cost or net realizable value. Non- 
financial assets cannot normally be converted 
into cash to finance future operations without 
disrupting government operations; they are 
recorded at cost less accumulated 
amortization. Liabilities are recorded at the 
estimated amount ultimately payable. Within 
pension and other liabilities, obligations for 
pension and other employee and veteran future 
benefits are determined on an actuarial basis. 


Allowances for valuation are established for 
loans, investments and advances, as well as for 
loan guarantees and other obligations. 


Some amounts in these statements are based 
on estimates and assumptions made by the 
Government. By their nature, such estimates 
are subject to measurement uncertainty. 

The effect of changes to such estimates and 
assumptions in future periods could be 
significant to the financial statements, 
although, at the time of their preparation, 
the Government believes the estimates and 
assumptions to be reasonable. Some of the 
more significant estimates used in these 
financial statements affect the accrual of tax 
revenues and obligations for pension and other 
employee and veteran future benefits. 


Comparative figures have been reclassified to 
conform to the current year’s presentation. 


2. Change in Accounting Policy 


During 2006-2007, the Government adopted 
the new recommendations of the Public Sector 
Accounting Board of the Canadian Institute of 
Chartered Accountants regarding the 
recording of other comprehensive income 
resulting from the accounting of certain 
unrealized gains and losses on financial 
instruments by enterprise Crown corporations. 
In accordance with those recommendations, 
other comprehensive income is excluded from 
the calculation of the Government’s annual 
surplus. It is instead recorded directly to the 
Government’s Condensed Statement of 
Accumulated Deficit and Condensed 
Statement of Change in Net Debt. 


This accounting policy change has resulted 

in an increase of $479 million in loans, 
investments and advances presented on the 
Condensed Statement of Financial Position 
and in a corresponding decrease in the 
balances of the accumulated deficit and of the 
net debt of the Government. 
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3. Contractual Obligations 


Contractual obligations that will materially 
affect the level of future expenditures include 
transfer payment agreements, acquisitions of 
property and equipment, and goods and 
services, operating leases and funding 

of international organizations. At 

March 31, 2007, contractual obligations 
amount to $67,954 million ($69,960 million 
in 2006), of which $14,365 million pertains 
to fiscal year 2007-2008. 


4, Contingent Liabilities 


Guarantees by the Government and callable 
share capital in certain international 
organizations at March 31, 2007 amount to 
$165,321 million ($143,991 million in 2006), 
net of a recorded allowance of $815 million 
($1,031 million in 2006). In addition, there 
are a number of contaminated sites where the 
Government could be obligated to incur costs. 


There are thousands of claims and pending 
and threatened litigation cases against the 
Government; the total amount claimed in 
these instances is significant but the final 
outcome is not determinable. The 
Government has recorded an allowance for 
claims and litigation where it is likely that 
there will be a future payment and a 
reasonable estimate of the loss can be made. 
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At March 31, 2007, insurance in force 
relating to self-sustaining insurance programs 
operated by three agent enterprise Crown 
corporations amounted to $897,490 million 
($839,382 million in 2006). The Government 
expects that all three corporations will cover 
the cost of both current claims and possible 
future claims. 


5. Subsequent Event 


On August 20, 2007, the Government of 
Canada announced that it has entered into an 
agreement for the sale of nine office buildings 
and their subsequent lease-back for a period 

of twenty-five years. The office complexes 

and land that are located in six major cities 
across Canada will be sold for an amount 
approximating $1,600 million. The impact of 
this agreement, once finalized, will be reflected 
in the 2007-2008 financial statements. 
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Other Sources of Information 


Public Accounts of Canada 


The Public Accounts of Canada, as required 
under section 64(1) of the Financial 
Administration Act, are tabled in the fall 

of each year by the President of the 
Treasury Board. This report is presented 

in three volumes: 


e Volume I contains the Government’s 
audited financial statements and 
supporting schedules and information. 


e Volume II contains details of financial 
operations by ministry. 


e Volume III contains additional 
information and analyses. 


Budget 


The budget, usually introduced in February, 
presents the Government’s overall fiscal plan, 
incorporating revenue projections and 
spending plans, which combine to determine 
the resulting budgetary balance. The budget 
also introduces proposals for changes 

in taxation. 


The Fiscal Monitor 


This monthly newsletter produced by the 
Department of Finance highlights the 
financial results of the Government together 
with the reasons underlying major variances. 


Debt Management Strategy 


This report is tabled annually in Parliament. 
It provides information on the federal 
government’s debt management strategy 
for the coming fiscal year. 
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Debt Management Report 


This annual document provides an 
accounting of the key elements of federal 
debt strategy and describes various strategic 
and operational aspects of the Government’s 
debt program and cash management 
activities over the past fiscal year. 


Estimates 


Each year the Government prepares 
Estimates in support of its request to 
Parliament for authority to spend public 
monies. This request is formalized through 
the tabling of appropriation bills in 
Parliament. The Estimates are tabled in the 
House of Commons by the President of the 
Treasury Board and consist of three parts: 


Part I—The Government Expenditure Plan 
provides an overview of federal spending 
and summarizes the relationship of the key 
elements of the Main Estimates to the 
Expenditure Plan set out in the budget. 


Part II—The Main Estimates directly 
support the Appropriations Act. 


Part I1I—Departmental Expenditure Plans, 
which consist of two components—Reports 
on Plans and Priorities and Departmental 
Performance Reports. 
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